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FOCUS ENERGY TRUST 


STRENGTH. PERFORMANCE. SUSTAINABILITY. 


2004 ANNUAL REPORT 


NOTICE OF ANNUAL GENERAL MEETING 


The Annual General and Special Meeting of Unitholders will be held at 3:00 p.m. on Tuesday, May 17, 2005 in the Nakiska Room 
at the Westin Hotel, 320 — 4th Avenue S.W., Calgary, Alberta. 


All Unitholders are invited to attend. 


FOCUS ENERGY TRUST |S a natural gas weighted energy trust. Focus is committed to 


maintaining its emphasis on operating high-quality oil and gas properties, delivering 


consistent distributions to Unitholders, and ensuring financial strength and sustainability, 


Focus Energy Trust Units trade on the TSX under the symbol Fet.un, and the Exchangeable 
Shares of FET Resources Ltd. trade on the TSX under the symbol FTx. 


Production of natural gas and light oil is approximately 10,000 BOE/d and is produced 
from six main areas in British Columbia and Alberta. Production is weighted 73% to 
natural gas, and Focus operates approximately 87% of its production. 
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FORWARD-LOOKING INFORMATION 


Certain information set forth in this document, including management's assessment of Focus’ future plans and operations, contains forward-looking statements. By their nature, 
forward-looking statements are subject to numerous risks and uncertainties, some of which are beyond Focus’ control, including the impact of general economic conditions, 
industry conditions, volatility of commodity prices, currency fluctuations, imprecision of reserve estimates, environmental risks, competition from other industry participants, 
the lack of availability of qualified personnel or management, stock market volatility and ability to access sufficient capital from internal and external sources. Readers are 
cautioned that the assumptions used in the preparation of such information, although considered reasonable at the time of Preparation, may prove to be imprecise and, as 
such, undue reliance should not be placed on forward-looking statements. Focus’ actual results, performance or achievement could differ materially from those expressed in, or 
implied by, these forward-looking statements and, accordingly, no assurance can be given that any of the events anticipated by the forward-looking statements will transpire or 
occur, or if any of them do, what benefits Focus will derive therefrom. Focus disclaims any intention or obligation to update or revise any forward-looking statements, whether 
as a result of new information, future events or otherwise. Readers are cautioned that net present value of reserves does not represent fair market value of reserves. 


2004 HIGHLIGHTS 


Years Ended, December 31, 
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(1) FINANCIAL RESULTS PREVIOUSLY REPORTED FOR THE FIRST THREE QUARTERS OF 2004 HAVE BEEN RESTATED FOR CHANGES IN ACCOUNTING POLICIES RELATED TO 
TRANSPORTATION SYSTEM CHARGES AS DESCRIBED IN NOTE 2 OF THE FINANCIAL STATEMENTS. 

(2) FINANCIAL RESULTS FOR 2003 HAVE BEEN RESTATED FOR CHANGES IN ACCOUNTING POLICIES RELATED TO ASSET RETIREMENT OBLIGATIONS AND TRANSPORTATION SYSTEM 
CHARGES AS DESCRIBED IN NOTE 2 OF THE FINANCIAL STATEMENTS. 

(3) | FUNDS FLOW FROM OPERATIONS ("FUNDS FLOW" BEFORE CHANGES IN NON-CASH WORKING CAPITAL) IS USED BY MANAGEMENT TO ANALYZE OPERATING PERFORMANCE 
AND LEVERAGE, FUNDS FLOW,AS PRESENTED, DOES NOT HAVE ANY STANDARDIZED MEANING PRESCRIBED BY CANADIAN GAAP AND THEREFORE IT MAY NOT BE COMPARABLE 
WITH THE CALCULATION OF SIMILAR MEASURES OF OTHER ENTITIES. FUNDS FLOW, AS PRESENTED, IS NOT INTENDED TO REPRESENT OPERATING CASH FLOW OR OPERATING 
PROFITS FORTHE PERIOD NOR SHOULD IT BE VIEWED AS AN ALTERNATIVE TO CASH FLOW FROM OPERATING ACTIVITIES, NET EARNINGS OR OTHER MEASURES OF FINANCIAL 
PERFORMANCE CALCULATED IN ACCORDANCE WITH CANADIAN GAAP ALL REFERENCES TO FUNDS FLOW THROUGHOUT THIS REPORT ARE BASED ON FUNDS FLOW FROM 
OPERATIONS BEFORE CHANGES IN NON-CASH WORKING CAPITAL, 

(4) BASED ON THE WEIGHTED AVERAGE TOTAL UNITS OUTSTANDING FOR THE PERIOD (SEE NOTES 9 AND 10) 

(5) | BASED ON THE NUMBER OF TOTAL UNITS OUTSTANDING AT EACH CASH DISTRIBUTION DATE (SEE NOTE 9) 

(6) TOTAL UNITS BEING TRUST UNITS AND EXCHANGEABLE SHARES CONVERTED AT THE EXCHANGE RATIO PREVAILING AT THE TIME. TOTAL TRUST UNITS AS PRESENTED DOES NOT 
HAVE ANY STANDARDIZED MEANING PRESCRIBED BY CANADIAN GAAP AND THEREFORE IT MAY NOT BE COMPARABLE WITH THE CALCULATION OF SIMILAR MEASURES OF 
OTHER ENTITIES. THE EXCHANGE RATIO WAS 1.27833 AT DECEMBER 31, 2004 AND 1.16718 AT DECEMBER 31, 2003. 

(7) | WEIGHTED AVERAGE TOTAL UNITS INCLUDING TRUST UNITS AND EXCHANGEABLE SHARES CONVERTED AT THE AVERAGE EXCHANGE RATIO (SEE NOTE 9) 

(8) SETTLEMENTS FOR FINANCIAL HEDGING INSTRUMENTS NET OF TRANSPORTATION SYSTEM CHARGES 

(9) RESERVE NUMBERS ARETOTAL PROVED PLUS PROBABLE COMPANY WORKING INTEREST RESERVES BEFORE DEDUCTION OF ROYALTIES AND WITHOUT INCLUDING ANY ROYALTY 
INTERESTS AS DEFINED IN NATIONAL INSTRUMENT 51-101. 

(10) RESERVE LIFE INDEX IS CALCULATED BY DIVIDING YEAR-END RESERVES BY THE FORWARD YEAR PRODUCTION ESTIMATE FROM THE RESERVE REPORTS. 
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2004 was a very successful year for Focus. We continued 
to execute our sustainable business model, add to our 
inventory of internal development opportunities and 
acquire strategic assets that are reflective of our tight gas 
initiatives. All the while, we enjoyed a strong commodity 
price environment that allowed us to increase distributions 


twice during the year. 


HIGHLIGHTS 

¢ Focus Units realized a 45 percent total annualized return 
in 2004. This makes Focus one of the top performing oil 
and gas trusts. 

¢ Monthly distributions increased from $0.14 per Unit at the 
start of the year to $0.16 per Unit in the final quarter. 

¢ Funds flow from operations per Unit increased |6 percent 
on a year-over-year basis. 

¢ We successfully completed two strategic gas acquisitions. 
One of these acquisitions increased our presence at Tommy 
Lakes and the other provided us with a unique opportunity 
to grow a new tight gas core area with year-round access. 

* Our capital program, including acquisitions, resulted in a 
432 percent replacement of our annual production based 
on proved plus probable reserves. 

* Year-over-year proved plus probable company gross 
reserves increased 40 percent. On a per-Unit basis, proved 
plus probable reserves increased by 20 percent . 

* Net asset value per Unit increased 41 percent on a year 
over-year basis, driven by significant increases in reserves 
per Unit and stronger commodity price forecasts. 

¢ Our reserve life index on a proved plus probable basis 
increased from 9.8 years to 10.6 years. 

* Proved plus probable, finding, development and acquisition 
costs of $11.38 per BOE (including future capital) 
represent a recycle ratio of 2.3. 

* Operating costs of $3.29 per BOE decreased slightly from 
last year but have fundamentally held constant since the 
inception of the Trust two and a half years ago. 

* Our sustainable business model allowed us to retire 
$2 million of debt after funding the Trust’s distributions, 
capital and reclamation fund expenditures from cash flow. 


SUSTAINABILITY 

When Focus was created in 2002, we set out to create a 
trust with a strong operational focus that utilized the drill bit 
to create value and that focused on sustainability. 


We have accomplished what we set out to do. Our 
production has remained essentially constant on a perUnit 
basis since inception as we have put retained cash flow to 
work on the Trust's asset base. In addition to fully funding 
our capital program, we have contributed $2 million to our 
reclamation fund and reduced debt by almost $13 million 
through this period. 


Our ability to put cash flow to work on our lands is a 
function of our asset base and our technical team’s talent 
in finding organic development opportunities. Over the last 
year we have strengthened our technical team with the 
further addition of geologists and engineers. The greater the 
replacement of production through organic drill bit activity, 
the greater the value creation for the Unitholder. Ultimately 
this leads to less reliance on the acquisition market and a 
greater control of our destiny. 


FUNDS FLOW FROM OPERATIONS 
Q3 2002 - Q4 2004 (MILLIONS) 


pest RECLAMATION 
REPAYMENT FUND 
CAPITAL $12.8 $20 
EXPENDITURES 
$46.1 


CASH 
DISTRIBUTIONS 
$113.5 


TIGHT GAS ACQUISITIONS 

As our history details, we are a selective acquirer of assets, 
focusing on large tight gas and oil accumulations where 
hydrocarbons are known to exist but where we either have 
not had the right price or technology, or a combination 
of both, to warrant economic development. Our two 
acquisitions in 2004 were both tight gas acquisitions, the first 
being the acquisition of a partner's interest at Tommy Lakes 
and the second being a private company active in southern 
Alberta on the edge of the 20 TCF Milk River, Medicine Hat 
and Second White Specks shallow gas fairway. Both of these 
assets exhibit typical tight gas characteristics of low decline 
rates and long reserve life index, as well as reserves that 
continue to grow over time as innovative technology and 
higher gas prices make it possible to coax more gas from 
these reservoirs. Approximately 75 percent of the Trust's 
reserves are in tight gas, low decline reservoirs. We believe 
these assets are key foundation elements to the Trust and 
we are committed to continuing to add this type of asset to 
our portfolio. 


OUTLOOK 

In 2005, our drilling and development activity will occur in 
all core areas with the majority of our $27 to $30 million 
capital program being spent at Tommy Lakes, Pouce Coupe, 
Medicine Hat and Loon Lake. Oilfield services have been 
at a premium for the last two quarters as industry activity 
levels reach new highs. We have adjusted our expectations 
accordingly, altered our execution parameters and continue 
to exercise prudence and caution. We are not going to 
spend more capital to do less. We anticipate that our capital 
program will result in average production of 10,000 to 
10,500 BOE per day in 2005, and that our operating cost 
structure will remain essentially flat in the range of $3.40 to 
$3.50 per BOE. 


Although we continue to evaluate both property and 
corporate acquisition opportunities, we have found little by 
way of public offering that fits our strategic requirements of 
large accumulations of tight gas or oil involving opportunities 
to put the drill bit to work. Accordingly, we have focused 
our attention on generating drilling ideas in and around our 


existing land base. 


We anticipate that commodity prices and the Canadian/U.S. 
dollar exchange rate will continue to be volatile in 2005 as 
they were in 2004. As we have no crystal ball to provide 
clarity on future commodity prices, we will continue to 
focus our attention on the parts of the business in which we 
can have an impact, primarily the control of our operating 
costs and our capital reinvestment efficiencies. We remain 
committed to managing our distribution profile through our 
price protection program and conservative distribution policy 
in order that, ultimately, long-term returns to Unitholders 


are enhanced, 


As we continue to enjoy an exceptional commodity price 
environment, be assured that your management team 
remains disciplined, focused and committed to increasing 
Unitholder value. 


We would like to thank our Unitholders for investing in Focus 
and for their continued support. 


We would also like to thank our Board of Directors for their 
continued guidance and our Focus team for their tireless 
efforts and continued enthusiasm. 


On behalf of the Board, 


Derek W. Evans 
President and Chief Executive Officer 
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All of Focus’ producing properties are located in six main 
areas in Alberta and British Columbia. These include the 
natural gas dominated areas of Tommy Lakes, Kotcho-Cabin, 
Pouce Coupe, Sylvan Lake and Medicine Hat, and the oil 
dominated area of Red Earth. 


In 2004, production of the Trust was weighted 73 percent to 
natural gas, with the remaining 27 percent consisting of light 
sweet crude and natural gas liquids. Our average working 
interest is approximately 71 percent, and we operate 
approximately 87 percent of our production. 


TOMMY LAKES, NE BRITISH COLUMBIA 

The Trust's largest single asset and main natural gas producing 
property is the Tommy Lakes area in northeastern British 
Columbia. The main producing zone at Tommy Lakes is 
the areally extensive blanket sand of the Triassic Halfway 
formation. Total pool original gas in place is in excess of 600 
Bcf, of which approximately 27 percent has been produced 
to date. Although the reservoir is thick (more than 10 
meters) and continuous, permeability is low, requiring all 
wells to be fracture stimulated to achieve stabilized rates of 
600 to 800 mcf per day, with liquids recovered at 20 barrels 
per million cubic feet. 


During 2004, Focus’ gross production from the Tommy 
Lakes property averaged 29.4 Mmcf per day of natural gas 
and 569 bbls per day of natural gas liquids from 82 (78 net) 
wells. The base decline rate on the existing production is 
approximately |2 percent per year. Production at the 
property is compressed at four Focus-operated facilities 
and delivered into the Duke (Westcoast) system for further 


processing and delivery to markets. 


On Apnil |, 2004 Focus acquired additional working interests 
at Tommy Lakes for $110 million. The acquisition increased 
our working interest in the westem portion of the property to 
100 percent and brought our overall average working interest 
up to approximately 95 percent. At December 31, 2004, 
Tommy Lakes represented approximately 65 percent of the 
Trust’s reserves. 


Subsequent to year-end, the Trust has successfully completed 
its | |-well (9.7 net) winter drilling program at Tommy 
Lakes. All || wells were cased and have been placed on 
production. This year’s winter program set out to achieve 
four main objectives: 


further efficient infill development of the Halfway A Pool; 


selective Halfway step-out drilling to continue to extend 
the economic boundaries of the pool; 


testing of secondary zones such as the Bluesky and Doig; 


the implementation of well design and program execution 
initiatives designed to maximize our cost efficiencies. 


The program was successful in achieving all of these 
objectives and the overall winter program at Tommy Lakes 
came in as per our expectations in terms of production 
rates and reserves. Based upon this continued success, Focus 
anticipates that the Tommy Lakes property will continue to 
be the main development area for the Trust, with at least 
two more years of similar sized development programs. 


RED EARTH, ALBERTA 

The Trust's. light oil production is concentrated in the Red 
Earth area, within which the main producing properties 
are Golden, Loon Lake, Loon Lake North, Evi, and Kitty. 
In 2004 Focus’ gross production from the Red Earth area 
averaged 1,913 bbls per day of 38° API light sweet crude. 
Approximately 44 percent of the Red Earth production is 
operated by Focus. 


The majority of the Trust's development activity within the 
Red Earth area's concentrated at Loon Lake, which was 
acquired in June 2003. The main productive horizon at Loon 
Lake is the Slave Point G pool, which is a light oil reservoir 
under active waterflood. During 2004, the Trust drilled one 
well and recompleted two others into the Slave Point G pool, 
with encouraging results. Activities in 2005 will include further 
infill and step-out drilling as well as waterflood optimization. 


KOTCHO-CABIN, NE BRITISH COLUMBIA 

At Kotcho and Cabin the Trust is producing from two sour 
high-pressure gas pools along a dolomitized reef edge in 
the Devonian Slave Point formation. Production from both 
properties is processed through 100 percent Focus-owned 
dehydration and water disposal facilities and delivered to the 
Duke (Westcoast) system. 


During 2004, Focus’ gross production from this area averaged 
8.1 Mmcf per day of natural gas. At Kotcho, volumes have 
decreased over the course of the year due to the onset of 
water production from the pool. Recently, volumes appear 
to be stabilizing, which is typical of offsetting Slave Point 
production. We continue to monitor production closely and 
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pursue the appropriate strategies to ensure that recovery 
from the pool is maximized. To this end, in the first quarter 
of 2005 the Trust will participate in the drilling of one well at 
Kotcho targeting the Slave Point. 


POUCE COUPE, ALBERTA 
At Pouce Coupe the Trust produces natural gas and 


associated NGLs from the Triassic Montney and Doig 
formations. Focus’ gross production from this property in 
2004 averaged 2.9 Mmcf per day of natural gas and 29 bbls 
per day of natural gas liquids. The majority of production is 
compressed at a 100 percent Focus-owned facility and then 
delivered to a third-party plant for further processing and 
delivery onto the TransCanada pipeline system. 


Activity at Pouce Coupe has been concentrated on down- 
spacing within the Montney reservoir. Offsetting operators 
have commonly downspaced the Montney to four wells 
per section and in specific cases appear to be testing the 
economics of eight-well per section spacing. Focus drilled 
two wells into the Montney in late 2004 with good success, 
and anticipates drilling two more wells in 2005, which would 
bring the spacing on our lands to four wells per section. 


SYLVAN LAKE, ALBERTA 

Sylvan Lake is a multi-zone area which produces both gas 
and light oil from a number of formations ranging in depth 
from 400 to 2,200 meters. The primary producing zones 
are the Shunda, Pekisko, Lower Mannville, and Edmonton. 
In 2004, Focus’ gross production from the area averaged |./ 
Mmicf per day of natural gas, and 154 bbls per day of oil and 
natural gas liquids. Production at Sylvan Lake Is processed 
through the Focus-operated Sylvan Lake gas plant, in which 
the Trust holds an average working interest of 60 percent. 
The Trust owns excess capacity in this plant which generates 
material third party processing income. 


In 2004 the Trust participated in the drilling of five (2.2 net) 
wells at Sylvan Lake, all targeting the Edmonton sand. All 
of these wells were successfully completed for gas, and the 
Trust anticipates a similar sized drilling program for 2005. 


MEDICINE HAT, ALBERTA 

Effective September |, 2004, Focus acquired producing 
assets at Medicine Hat in southeastern Alberta for total 
consideration of $18.6 million. Effective October |, 2004 the 
Trust acquired additional minor interests in the property for 
total consideration of $1.1 million. The property produces 
sweet natural gas from the Milk River, Medicine Hat and 
Second White Specks formations. Average working interest 
in the production is 90 percent, and the gas is compressed 
at two Focus-operated facilities. Focus’ gross production 
from the Medicine Hat property averaged |.9 Mmcf per day 
during the fourth quarter of 2004. 


The Trust anticipates the first round of infill drilling on 
the Medicine Hat property will occur in early Q2 2005, 
depending on weather conditions and equipment availability. 
Pending the success of this program further development 
drilling is targeted for Q3 2005. 


DRILLING 

During 2004, the Trust participated in the drilling of 24 wells 
(14.6 net) with excellent drilling results and a success rate of 
96 percent. The 2004 development program was strongly 
weighted towards natural gas with 96 percent of net wells 
and 84 percent of capital expenditures in the field directed 
towards gas targets. Focus was the operator of 20 of the 24 
wells drilled in 2004. 


Approximately two thirds of the Trust's capital expenditures 
for 2004 were invested at Tommy Lakes for the drilling of 16 
(9.9 net) natural gas wells. Of the 16 wells, | | were drilled 
and 10 of those tied in during the first quarter of 2004, and 
five were drilled in the fourth quarter of 2004 and tied in 
during the first quarter of 2005. 


Additional activity in 2004 took place at Pouce Coupe with 
the drilling of two (2.0 net) natural gas wells in the Montney 
zone. At Sylvan Lake, the Trust participated in the drilling of 
five (2.2 net) Edmonton Sand gas wells. One Slave Point oil 
well (0.5 net) was drilled at Loon Lake, which is part of the 
Red Earth project area. 
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UNDEVELOPED LAND 
At December 31, 2004 Focus had undeveloped land of 26,876 net acres with an average working interest of 77 percent. Net 
undeveloped land is concentrated in Tommy Lakes (51 percent), Medicine Hat (21 percent), and Red Earth (16 percent). 


December 31, 2004 


Undeveloped Mares. Wt. * cys. plate (ult Late Pek I et dee ect SUM MMe i COS a er Net. 
Alberta 16,729 11,645 
British, Goll o's ed gy Se pe ig Sieg A eae Seg BNC Ee ieee Pe ar Cl 15,231 
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PRODUCTION 


Focus had average production in 2004 of 9,782 BOE per day, with a weighting of 73 percent towards natural gas. Focus has 
had a very active drilling program at Tommy Lakes this past winter and || natural gas wells have been brought on stream in 
the first quarter of 2005. With the significance of winter drilling operations, Focus will continue to have its highest production 
volumes in the second quarter of the year as a result of flush production. For 2005, Focus is expecting to average between 
10,000 and 10,500 BOE per day. 
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Tommy Lakes“? - 29,391 569 5,468 17,251 370 3,246 
Red Earth 1,913 = = 1,913 2,274 = m 2,274 
Kotcho-Cabin s 8,156 = 1,359 = | 1,978 = 1,996 
Pouce eee 9 2,865 20 507 10 5) 85)3) 22 574 
Sylvan Lake” 74 1,679 80 433 70 1,770 93 458 

1,996 42,706 669 9,782 2,354 34,254 485 8,548 


(1) INCLUDES APRIL |, 2004 ACQUISITION OF ADDITIONAL INTERESTS AT TOMMY LAKES 
(2) INCLUDES LANAWAY 
(3) MEDICINE HAT PROPERTY WAS ACQUIRED EFFECTIVE SEPTEMBER |, 2004, 


2004 2003 
Production by Quarter Q4 Q3 Q2 Ql Q4 Q3 (@PX (ac Ql 
x iobigiay bef ae ie ii ea Vike tte ae ek re ee 
Natural gas (mcf/d) 43,080 44,903 50,913 31,902 32,475 33,593 36,815 34,158 
OCS) Re 2a Sane CCN nar L fame RE LE WOR Oem OEE Me SN ue EU 
BOE/d 9,807 10,191 11,215 7,911 8,151 8,443 8,997 8,608 


YEAR-END RESERVES REVIEW 


YEAR-END RESERVES 

Based on independent engineering evaluations conducted 
by Paddock Lindstrom and Associates Ltd. (‘Paddock’) and 
McDaniel and Associates Consultants Ltd. (‘McDaniel’) effective 
December 31, 2004, Focus had proved plus probable reserves of 
41.5 MMBOE, an increase of 40 percent from the 29.6 MMBOE 
recorded at December 31, 2003. Year-end reserves were 
evaluated in accordance with National Instrument 51-101 (‘NI 
51-101”). 


Paddock and McDaniel evaluated 100 percent of the Trust's 
reserves. The portion of the evaluation conducted by Paddock 
represented 87 percent of the proved plus probable reserves and 
84 percent of the associated future net revenue discounted at |0 
percent. The remaining reserves and associated future net revenue 
were evaluated by McDaniel. The Paddock December 31, 2004 
price forecast was used in the future net revenue determinations 
for both evaluations. The Trust’s Reserves Committee, made up 
of independent and qualified directors of the Trust, has reviewed 
and approved the reports prepared by Paddock and McDaniel 
and other pertinent reserves data. 


Proved developed producing reserves represent 54 percent 
of proved plus probable reserves, while total proved reserves 
represent 76 percent of total proved plus probable reserves. 
On a BOE basis, total proved plus probable reserves consist 
of 78 percent natural gas, 14 percent light crude oil and eight 
percent natural gas liquids. On a proved basis, technical revisions 
were positive |.| MMBOE, or approximately five percent of 
the opening balance. On a proved plus probable basis, technical 
revisions were positive 0.8 MMBOE, or three percent of the 
opening balance. In both cases, the revisions were due to 


performance changes on producing properties. 


NET PRESENT VALUE OF FUTURE NET REVENUE 
The estimated net present value of Focus’ crude oil, natural gas 
and natural gas liquids reserves before tax was evaluated using 
Paddock's December 31, 2004 price forecast prior to provision 
for income taxes, interest, debt service charges and general and 
administrative expenses. At a 10 percent discount rate, the net 
present value of the Trust’s proved plus probable reserves was 
$488 million. Proved producing and total proved reserves make 
up respectively 66 percent and 83 percent of the total proved 


plus probable value. 


RESERVE LIFE INDEX 

Focus’ proved plus probable RL! at year-end 2004 increased to 
10.6 years from 9.8 years at year-end 2003. The Trust’s proved 
year-end 2004 RLI increased to 8.4 years from 7.7 years at year- 
end 2003. These RLIs are calculated using period-end reserves 
and forward-year forecast production from the reserves report. 


RESERVE ADDITION COSTS 

Under NI 51-101, the methodology to be used to calculate FD&A 
costs includes incorporating changes in future development 
capital (“FDC”) required to bring the proved undeveloped and 
probable reserves to production. On a proved plus probable 
basis, Focus’ 2004 reserve addition costs were $11.38 per 
BOE including acquisitions and divestitures or $15.99 per BOE 
excluding acquisitions and divestitures. On a total proved basis, 
2004 reserve addition costs were $13.87 per BOE including 
acquisitions and divestitures or $18.40 per BOE excluding 
acquisitions and divestitures. At year-end, total estimated FDC 
was $47.5 million for proved reserves and $63.8 million for 
proved plus probable reserves. 


RESERVES INFORMATION 

The following cautionary statements are specifically 
required by NI 51-101. 

. It should not be assumed that the estimates of future net 


revenues presented in the tables represent the fair market 
value of the reserves. There is no assurance that the constant 
price and cost assumptions and forecast price and cost 


assumptions will be attained and variances could be material. 


ss 


Disclosure provided herein in respect of BOE may be 
misleading, particularly if used in isolation. In accordance with 
NI 51-101, a BOE conversion ratio of 6 mcf! bbl has been 
used in all cases in this disclosure. This BOE conversion ratio is 
based on an energy equivalency conversion method primarily 
applicable at the burner tip and does not represent a value 
equivalency at the wellhead. 


WW 


. The aggregate of the exploration and development costs 
incurred in the most recent financial year and the change 
during the year in estimated future development costs 
generally will not reflect total finding and development costs 
related to reserve additions for that year. 

4. Estimates of reserves and future net revenues for individual 
properties may not reflect the same confidence level as 
estimates of reserves and future net revenues for all properties 
due to the effects of aggregation. 

5. In all cases, the F&D or FD&A cost is calculated by dividing 

the identified capital expenditures by the applicable reserves 

additions. 
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2004 RESERVES SUMMARY 


Company Gross Reserves at December 31, 2004 Light Natural Oil 
(before deduction of royalties payable, not including royalties receivable) Crude Oil Gas NGLs Equivalent 
(based on Forecast Prices and Costs) oo ssssnssniemunisinnnnsiiinnunniinnnt (Gees (Snel) 5a es (MBB!) (MBOE) 
Proved producing 3,306 102,229 1,909 22,253 
ErOved Non Bro cUCI A Uren semen it Oe ene era nnn 7 wena ee On ee [OSS aS Peerne Let econ 
Total proved developed 3,501 113,112 2,023 24,376 
Rroved Ugeveloped ay Balu Nac otemr ce Tm et meee ec eee ee TID ied tet ee 3/8. 5 eee 
Total proved 4,237 148,370 2,601 31,567 
Probable adatlooial <0 ky Grw opke ie i ne ces ecaren are cee [ac mee cick rile cine 14: P86 cnc 228, 
‘Total proved:* probable (A) 5 yy scan aia te eos Sten ee als BER 5097s eho NAG ae eee Spel Sam 41,495 
Company Net Reserves at December 31, 2004 Light Natural Oil 
(after deduction of royalties payable, including royalties receivable) Crude Oil Gas NGLs Equivalent 
(based on Forecast Prices and Costs) oo ssnnnnnnnnnnniinnnnunnannnnnncine W/E) eter a MULE) eee rey! (MEDI) nal (MBOE) | 
Proved producing 2,903 W995 1,505 17,407 
RREOUEG MOKED OGUCINS Ae 22), en iets ae rei Ie) aaa ec een [Oe tee tie a 8 200s eecate oe fn 1,694 
Total proved developed 3,087 86,262 1,597 19,061 
PLONE URCSV GIO OCD) Tre ieee ns te een, Seek oe et eee Te RE UN erere tee) Ween De ee: AOS a cae 9,696 
Total proved 3,768 113,573 2,060 24,757 
Probable, aciditiomall 7 tstys oi tec term tee tee a renee teeter feta P88 cscsanuees 33002. canes \ 026 Se eee 7,748 
Fotaliproved.* probable ¢ tie iret acer saver eer eeerre a ete eae ee SO oe tee See 2,680 32,505 
NET ASSET VALUE 


Net Asset Value (before tax) December 31, 2004 

The following net asset value (“NAV”) table shows what is commonly referred to as a ‘produce out’? NAV calculation. 
The value is a snapshot in time and Is based on various assumptions including commodity prices and foreign exchange rates 
that vary over time. 


NAV at December 31, 2004 


Paddock Constant 
(StOUSsAI VES excep Y Peli SIMU AT OUNIS) i see ae acere tam an 7 cs eres een WiC OL CC OSG aun eee reer Price Forecast 
Value of proved plus probable reserves discounted at |0% 487,795 520,608 
Undeveloped lands 3,490 3,490 
Net debt including working capital (81,158) (81,158) 
Reclamation fund 2s, ons 
Net abandonment, reclamation and saVage ta siseusannassameunnunnsnitennnmnivinansene SOO) ccacceassiminenccineaned (179)... 
Net asset value 411,750 444,684 
Total Units cots tancing, NOUsaN Gs) ie eae ee en ah eee ec et SRL it a en 37,223 
Per Total Unit $11.06 $1195 


(1) IN ADDITION TO ABANDONMENT AND RECLAMATION LIABILITY ALREADY INCLUDED IN RESERVE REPORTS 


Net asset value per Unit increased 41 percent on a year-over-year basis, driven by significant increases in reserves per Unit 
and stronger commodity price forecasts. 
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2004 RESERVE RECONCILIATION 


Light Natural Oil 
Company Gross Reserves Crude Oil Gas NGLs Equivalent 
(before deduction of royalties payable, not including royalties receivable) (C22) ee ee (cs) oe OO eae (MBOE) 
ae ae i eh Mie ee he le le 
December 31, 2003 4962 96,488 1,603 22,646 
Discoveries 0 Al 25 343 
Extensions Do 0 0 29 
Improved recovery 0 Ds: 48 43] 
Technical revisions (51) 5,752 171 |,078 
Economic factors 0 0 0 0 
Acquisitions Da S51 | ,003 10,619 
Dispositions 0 0) 0 0) 
BE Re et ee a he ON a (i) (248)___(3,580)_ 
et 2004. 2 a BN MeN Rca Bee etn BIA as AZT 148870 Ob 2,601... 31,567. 
a cw mre ON ed os treet ctiti cu sistes.usa tits 
December 31, 2003 1,536 29,872 AO 6,949 
Discoveries 0, 415) a 80 
Extensions 15 0 0 15 
Improved recovery 0 307 6 58 
Technical revisions (92) (1,070) 35 (235) 
Economic factors 0 0 0) 0 
Acquisitions | 16,527 307 3,063 
Dispositions 0 0 0 0 
Dai Cire ne eters ee, Bee iy de PA oon aet nt este ONAL Sachi ae ew UA ered Die siesta eee 
Decmmeer (004 ate ie tke 1460. 45 092g 786. 9,928 
PEOVER (PEDSIEROBABLE. HA (40 (AEE 0 Ee EM we De dally 
December 31, 2003 6,498 126,360 2,037 AY SIS 
Discoveries 0 2,367 28 es 
Extensions it 0) 0) aot 
Improved recovery 0) 2,602 35) 488 
Technical revisions (143) 4,682 206 843 
Economic factors 0 0 0 0) 
Acquisitions 25 74,08 | 1,310 13,682 
Dispositions 0 0 0 0) 
Prodi Cia Mere enna) oc loxg aliey tt oo Ce (SCO) ene. (248)._....G580).. 
December 31, 2004 5,697 194,462 3,387 41,495 


1) ALL RESERVES ARE BASED ON FORECAST PRICES AND COSTS. 
2) NUMBERS MAY NOT ADD DUE TO ROUNDING. 
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NET PRESENT VALUE SUMMARY 


Net Present Value of Future Net Revenue Before Income Taxes — Forecast Prices and Costs 


(including ARTC) Undiscounted Discounted Discounted Discounted — Discounted 
CS TOUSINGS) Ie Eye gue Re PC cor eee At eA cee CRORE SOM DOS uae eee ate at 19% at 20% 
Proved producing 498,370 385,354 319,752 276,508 245,609 
Ieroved non producing 5, 2) set gel. ca) 0 ead a AOS ecient O08 ak eee oe 20,295 nn Vas 
Total proved developed 538,532 415,429 343,963 296,803 263,078 
PROVE? UNGEVETOp Ed: 7 We a cha etchant ea La BOB ees OOO terete C1750. | ba eee 34,785 
Total proved 685,840 504,596 405,713 342,351 297,863 
Probable: agdinonalt), teak Us akc ya geet aoe 226249 se 25062 ans 82082 Sc 45,559 
Total proved probable his ie sete cis eee 212 088 629,658... 487,7930 Te 401,682 343,422 
NUMBERS MAY NOT ADD DUE TO ROUNDING. 
December 31, 2004 Price Forecast — Paddock Lindstrom and Associates Ltd. 
Edmonton Henry Westcoast 
WTI Light Hub AEEOTE Station 2 Exchange 
Crude Oil Crude Oil Natural Gas Natural Gas Natural Gas Rate 
acini $US/bbI_ $CDN/bbl. $US/Mmbtu $CDN/Mmbtu $CDN/Mmbtu__ $US/SCDN 
2005 42.00 50.22 6.30 6.78 6.76 0.82 
2006 40.00 47.76 6.10 6.52 6.50 0.82 
2007 37.50 44.69 5.90 6.26 6.24 0.82 
2008 35.00 41.62 5.70 6.00 5.98 0.82 
2009 33.00 39.16 5.50 5.73 SW 0.82 
2010 33.50 BIS) 5.61 5.85 5.83 0.82 
201 | 34.00 40.34 5/2 5.96 D4 0.82 
2012 34.50 40.92 5.84 6.08 6.06 0.82 
2013 35.00 41.51 5.95 6.2| 6.19 0.82 
2014 S550) 42.10 6.07 6.33 6.31 0.82 
2015 36,00 42.68 6.19 6.46 6.44 0.82 
2016 36.50 4372/ 6.32 6.59 6.57 0.82 
MOH 37.00 43.85 6.44 6.72 6.70 0.82 
2018 37.50 Bis ie Com 6.85 6.83 0.82 
2019 38.00 45,02 6.70 6.99 6.97 0.82 
Escalate thereafter at so ecessceees DESAI Sie ope PU mers oe 2) SR MRR RR Gel be Me tran Ted Ma ee 
Net Present Value of Future Net Revenue Before Income Taxes — Constant Prices and Costs 
(including ARTC) Undiscounted Discounted Discounted Discounted Discounted 
RE Cors 110.) Med OOM Me AN AB tae, RROD A. Tee Re Me oncce Meve han oe at OO eee an a a ad at eee at 2076, 
Proved producing 536,48 410,893 336,987 288,192 253,460 
BONEN SOC OP TY Meisel lar tate Le nat mmol ener tes apne hth: ee aes peo 
Total proved developed 580,098 443,324 CRY Sipe) 309,621) 271733" 
Bert AS a8 sce Wa AR et aes pee oe eed) Oe ret Bee eee Be 
Total proved 733,764 540,661 431,409 360,614 310,857 __ 
Probable additonal a csssmunnnnnene PBN B75 cand 33990 BHI. 64,933 49,965 
Total proved + probable ces 965,638 674,210 520,608 425,547 360,822 
NUMBERS MAY NOT ADD DUE TO ROUNDING. 
Edmonton Light AECO C Westcoast Station 2 
Crude Oil Natural Gas Natural Gas 
Constant Prices at December 31, 2004 $CDNibbI $CDN/Mmbtu $CDN/Mmbtu 
NTA RSS ARO ea ip at Cat oar ray bt pe Pach me ee 


FINDING AND DEVELOPMENT COSTS 


Company Gross Reserves Excluding the Effect of Acquisitions and Dispositions” Three-Year 
ee eee ee OG eee 200) Tot 
Capital expenditures — $M 25,156 6,589 BID35 81,280 
Net change in future development capital — $M 

Proved 9,469 2,506) 14,140 21,103 

Proved plus probable 3,599 (921) 17,703 20,38 | 
Total capital including change in future development capital — $M 

Proved 34,625 4,083 58,079 102,383 
ee: eee ere ie ee eRe Oe eran te akan eee Le 
ea ae ges ae Dac nennnnh SSA HN eer regatese 

Proved 1,882 1,153) 6,894 7,623 
ee tens ited ach An steonts rash Meee oedeae A Mabe iter oie RR ie ree erence eee 
Finding and development cost — $/BOE 

Proved $ 18.40 nla §$ Uo $ 13.43 

Proved plus probable $ 15.99 $ 73\ $ TAS $ 8.58 


(1) RESERVES ARE BASED ON FORECAST PRICES AND COSTS. 
(2) INCLUDES ACTIVITIES OF STORM ENERGY INC, PRIOR TO THE PLAN OF ARRANGEMENT EFFECTIVE AUGUST 23, 2002. 
(3) RESERVES AND COSTS FOR 2002 ARE PRESENTED ON AN ESTABLISHED BASIS (PROVED PLUS PROBABLE RISKED AT 50%). 


FINDING, DEVELOPMENT AND ACQUISITION COSTS 


Company Gross Reserves Including the Effect of Acquisitions and Dispositions Three-Year 
ce EE LEE NETRA ORS 2004 2003. 2002 Total 
Capital expenditures — $M 154,825 36,805 40,140 231,770 
Net change in future development capital - $M 

Proved 18,594 (94) 14,140 32,640 

Proved plus probable 21,360 1,579 17,703 40,642 
Total capital including change in future development capital - $M 

Proved 173,419 36,71 | 54,280 264,410 
Pe Secon pride. cistern Mcneela 176,16 eee 0274 ee S7E4 ne 272AlD 
Reserve additions - MBOE 

Proved 12,501 |,247 6,894 20,642 
PRP CO PILS PODAD NS is alias Butts Natel REE an ea LOR ADO etsy cee eee feneere as he Lace goo les 
Finding and development cost — $/BOE 

Proved $ 13.87 $ 29.44 $ 7,8) ae 12.81 
FP OS Fete Es reat capa een oa ata eee ie LL hee an Oe ee ee a Ot 


(1) RESERVES ARE BASED ON FORECAST PRICES AND COSTS. 
(2) INCLUDES ACTIVITIES OF STORM ENERGY INC. PRIOR TO THE PLAN OF ARRANGEMENT EFFECTIVE AUGUST 23, 2002. 
(3) RESERVES AND COSTS FOR 2002 ARE PRESENTED ON AN ESTABLISHED BASIS (PROVED PLUS PROBABLE RISKED AT 50%). 
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MANAGEMENT'S DISCUSSION AND ANALYSIS 


| | 
VA 
The following is a discussion and analysis of the operating and financial results of Focus for the three months and year 
<I ended December 31, 2004 compared with the prior year, as well as information and opinions concerning the Trust's 
future outlook based on currently available information. This discussion is dated February 28, 2005 and should 
< be read in conjunction with the Trust’s audited consolidated financial statements for the years ended 
aa December 31, 2004 and 2003, together with accompanying notes. 


Throughout this Management's Discussion and Analysis, we use the term funds flow from operations (‘‘funds flow” before 
changes in non-cash working capital). Funds flow is used by management to analyze operating performance and leverage. 
Funds flow, as presented, does not have any standardized meaning prescribed by Canadian GAAP and therefore it may not be 
comparable with the calculation of similar measures of other entities. Funds flow, as presented, is not intended to represent 
operating cash flow or operating profits for the period nor should it be viewed as an alternative to cash flow from operating 
activities, net earnings or other measures of financial performance calculated in accordance with Canadian GAAPAIl references 
to funds flow throughout this report are based on funds flow from operations before changes in non-cash working capital. 


Per barrel of oil equivalent (‘BOE’) amounts have been calculated using a conversion of six thousand cubic feet-of natural gas 
to one barrel of oil (6 mcf = | bbl). 


OVERALL 2004 PERFORMANCE 

Performance in 2004 reflects the strong commodity price environment, the quality of our assets, and the execution of our 
business strategy. Focus’ strategy is to surface value on our existing assets, maintain cost efficiencies, maintain financial strength 
and acquire quality assets. Production of the Trust increased |6 percent and proved plus probable reserves increased 40 percent 
through development programs at our key properties, and through two acquisitions of quality natural gas properties which have 
development potential. 


The Trust continues to expand its operational focus, with a 50 percent increase in field expenditures, a 57 percent increase in 
net wells drilled, and the addition of a new core area at Medicine Hat. Natural gas continues to be the primary emphasis of the 
Trust. During the year, we completed two significant natural gas acquisitions, targeted natural gas with 23 of the 24 wells drilled, 
and increased natural gas reserves by 54 percent. Natural gas and the associated natural gas liquids represented 80 percent of 
2004 production and 86 percent of year-end proved plus probable reserves. 


Focus had strong financial performance during 2004 and maintained its financial strength. Funds from operations increased due 
to robust commodity prices, additional production volumes and maintaining operating efficiencies. The $89.6 million of funds 
from operations were used to fully fund field capital expenditures of $25.2 million, distributions of $61.4 million, reclamation 
fund contributions and actual abandonment and reclamation expenditures of $1.0 million, with the remaining $2.0 million 
applied to debt. 


Funds flow from operations increased to $2.49 per Unit and cash distributions declared were $1.80 per Unit, with two 
distribution increases during the year. The distribution policy is aimed at achieving consistency of distributions and sustainability 
through balancing funds flow compared to distributions and capital programs. 
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OPERATIONS SUMMARY 


Three Months Ended 
December 31, 


AAA A 


Ff FH 


AAA HA HH 


51.43 
(11.01) 
40.43 
43.73 
85% 
7.02 
(0.61) 


6.41 


52.62 
(1.18) 
6.55 
(0.14) 

42.93 
(1.42) 


37,704 
(8,040) 
10,715 

109,793 


Years Ended 
December 31, 


PAA 


AA FA 


AAA HAHA 


36,694 
(1,678) 
6,067 
87,153 
(10,221) 


(100)% 
16% 


23% 
506% 
(2)% 
(58)% 
5% 
(24)% 


3% 
379% 
77% 
26% 
(100)% 


6% 


(13)% 
212% 
(100)% 
39% 


2004 
Average daily production 
Barrels of oil equivalent @ 6:1) 9,807 
% Natural gas 73% 
Average product prices realized” 
Crude oil sales (CDN$/bb!) $ 56.33 
Financial hedging settlements (CDN$/bbl) $ (15.05) 
$ 41.28 
NGLs (CDN$/bbl) $ 48.48 
NGL price / Crude oil price 86% 
Natural gas sales (CDN$/mcf) $ 7.25 
Transportation system charges $ (0.61) 
Financial hedging settlements (CDN$/mcf) $ - 
$ 6.64 
Reference prices & differential to Focus price, 
net to transportation 
Crude oil (Edm. Light Price CDN$/bbl) $ 57.74 
Differential (CDN$/bb)) $ (1.41) 
Natural gas (AECO daily CDN$/mcf) $ 6.57 
Differential (CDN$/mcf) $ 0.07, 
Barrels of oil equivalent (@6:1) $ 44.34 
Differential (including NGLs vs crude oil) $ (0.60) 
Production revenue before transportation system 
charges and hedging settlements ($thousands) 
Crude oil, before hedging settlements 9,891 
Financial hedging settlements (2,634) 
NGLs 3,233 
Natural gas, before hedging settlements 28,743 
Financial hedging settlements - 
Mark to market adjustment - 
39,233 
Funds flow per BOE 
Production revenue before transportation system 
charges and hedging settlements $ 46.40 
Financial hedging settlements (2.92) 
Transportation system charges (2.66) 
Realized price” 40.82 
Royalties, net of ARTC 9.36 
_..Production expenses (3.76) 
Field netback 27.71 
Facility income 0.58 
Interest income 0.05 
Technical Services Agreement - 
General and administrative, cash portion (1.21) 
Interest and financing and other (0.93) 
Current and large corporations tax (0.44) 
Funds flow from operations Fe ee ee 


Funds flow from operations/field netback PT Pe SOG Reh ee 


(1) NET OF SETTLEMENTS FOR FINANCIAL HEDGING INSTRUMENTS AND TRANSPORTATION SYSTEM CHARGES 
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Seasonality of Operations 


Many of Focus’ natural gas properties are in areas of British Columbia which are only accessible by road in the winter. 


This includes Tommy Lakes and Kotcho-Cabin.These areas represent approximately 70 percent of our production. The majority 


of the Trust’s capital program is conducted at Tommy Lakes in the first and fourth quarters when winter conditions allow us 


to access the area. Capital expenditures at Tommy Lakes represented 64 percent of the total field capital expenditures during 
2004, and 66 percent in 2003. 


The winter access issue, especially for the Tommy Lakes winter development program, significantly impacts the operating results 


of Focus. This seasonality of operations and results is reflected in the following areas: 


Capital expenditures are highest in the first and fourth quarters of the year. The Tommy Lakes winter development program 
commences as soon as there is access and is completed as soon as possible. 

The natural gas wells at Tommy Lakes are brought on stream in February and March. Production volumes for natural gas 
and natural gas liquids are highest at the end of the first quarter and into the second quarter. These wells have strong flush 
production and then drop down to their stabilized production rate within |2 months. 

Higher production volumes during these initial months of flush production result in a corresponding increase in the revenue, 
royalties and operating expenses reported. 

Production expenses per BOE are the highest in the first and fourth quarters when these properties are accessible for 
maintenance and the restocking of supplies. 

As the operator of these properties, the Trust recovers general and administrative expenses from joint venture capital 
programs based on a percentage of the total capital program managed. As a result, most of the recovery of general and 
administrative expenses will be in the first and fourth quarters of the year. 


Production 


2004 Q4 compared with 2004 Q3: 


Overall production on a BOE basis during the fourth quarter declined 3.8 percent from the previous quarter Oil volumes 
were generally held flat, and natural gas volumes were four percent lower. 

Natural gas volumes added through development activities were slowed in the fourth quarter due to issues associated with 
land access, weather and the availability of oilfield equipment. For the two wells drilled at Pouce Coupe during the second 
half of 2004, one well came on stream in late November 2004, and the other well is expected to come on stream in the 
first quarter of 2005. 

Production of natural gas in the fourth quarter of 2004 increased 32 percent compared to the same period of 2003. The 
composition of production is increasingly weighted towards natural gas, with 73 percent natural gas and another seven 
percent of natural gas liquids. 

The wells at Tommy Lakes from last winter's drilling program continued to transition from the flush production phase. 
Reduced production rates at Kotcho-Cabin were in line with expectations. 


2004 compared with 2003: 


Overall average production was |4 percent higher in 2004 compared with 2003. 

A significant increase in natural gas and natural gas liquids production occurred as a result of the 2004 acquisition of 
additional interests at Tommy Lakes in April. Production at Tommy Lakes represented 59 percent of overall production in 
the fourth quarter of 2004. 

Additional natural gas volumes were added in September as the Trust acquired a new core property at Medicine Hat. 


Focus continued to replace production volumes through successful drilling programs at Tommy Lakes, Pouce Coupe 
and Loon Lake. 


* The production pattern for 2003 and 2004 is consistent with higher volumes of natural gas and NGLs peaking in the 
second quarter. This pattern is expected to continue for 2005 as the 2004-2005 winter drilling program at Tommy Lakes 
commenced in December 2004, and the new production will come on stream late in the first quarter of 2005. 

* The majority of our oil properties have experienced natural declines in production rates. Capital expenditures for the oil 
properties have been directed towards our operated properties at Loon Lake and Golden. 


Pricing and Price Risk Management 


Natural Gas 
The net realized price for the fourth quarter of 2004 of $6.64 per mcf is $0.07 higher than the AECO daily reference price 
of $6.57 per mcf. This differential for the fourth quarter of 2004 is largely due to the forward physical sales contracts for 


natural gas being higher than the AECO daily reference price. Generally, Focus has a negative differential on natural gas 
of approximately $0.35 to $0.40 per mcf versus the AECO reference price resulting from the deductions to the delivery 
point for transportation system charges in British Columbia being only partially offset by the higher heat content of the 
natural gas. 

* The net natural gas price realized by Focus in 2004 of $6.41 per mcf increased |6 percent from the $5.55 per mcf realized 
in 2003. During 2004 the net realized price achieved by Focus was $0.14 per mcf off of the AECO daily reference price. For 
2003 the difference was $1.15 per mcf due to financial hedging costs and a wider differential. 

¢ There were no settlements of financial instruments for natural gas in 2004. Price protection and stability in 2004 has 
been achieved through the use of forward physical sales contracts. Focus put price protection on 53 percent of natural 
gas volumes during 2004. The average natural gas price under these contracts was $7.13 per mcf, compared with the 
AECO reference price of $6.55 per mcf. Production income for 2003 included a hedging cost of $8.9 million for financial 
instruments associated with natural gas. 


Crude Oil 

* The price realized by Focus for crude oil, after settlement of financial hedges, was $4.28 per barrel for the fourth quarter 
of 2004 versus $37.20 for the comparable period in 2003. 

* The net realized price of crude oil for Focus was relatively flat through 2003 and 2004 due to price protection in place. 

* With continued strong oil prices in 2004, there was a hedging cost of $2.6 million or $15.05 per barrel, for the fourth quarter 
of 2004, and a hedging cost of $8.0 million or $11.01 per barrel for 2004. The hedging arrangements in place for 2004 
expired on December 31, 2004 and the financial hedging arrangements for 2005 are shown in the table below. 


Price Protection 2005 2006 
(volume and reference’Price) oo secnmanummnninantineane Ol om Rares OD pereen esgeten CoN er oe eee OA he Heal as Cs 
Natural gas Mmcf/d 30.0 22.6 22.6 oy 12.2 

CDN$/mcf $ 8.35 $ 7.65 $ 7.65 $ 8.08 $ 8.49 
Crude oil bbls/d |,200 |,200 |,200 800 - 
CDN$/bbl $5037 $5037 $ 50.70 $ 49.56 - 


NOTE THAT THE PRICE PROTECTED WITH FINANCIAL INSTRUMENTS IS THE SWAP PRICE OR THE FLOOR OF A CONTRACT. 


A full description of the outstanding financial instruments and physical sales contracts and their estimated mark to market 
values is contained in Notes |2 and |3 of the financial statements. 
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Production Revenue 


¢ The results for 2004 and 2003 have been restated to present transportation system charges as a separate expense on the 
income statements. Previously, the transportation system charges were netted against production revenue. 


Production revenue for the three months ended December 31, 2004 was $39.2 million, consisting of 73 percent natural gas 
sales, 19 percent crude oil sales, and eight percent sales of natural gas liquids. Focus has increased its weighting of volumes 
to natural gas and natural gas liquids with the acquisitions and through development programs which primarily target natural 
gas opportunities. Production revenue for the fourth quarter of 2004 was $1.2 million higher than the third quarter of 2004 
due to a seven percent increase in production revenue per BOE offsetting a four percent decrease in production. 


Production revenue for 2004 increased 26 percent to $150 million. Compared with 2003, there was a 14 percent increase 
in average daily production and an || percent increase in revenue per BOE. 
oa NATURAL GAS VOLUMES & CRUDE OIL PRODUCTION 


— REALIZED PRICE PER MCF — REALIZED PRICE PER BARREL 


60 $7.00 3,500 
es es se i 
a 
30 $3.50 1,750 
15 $1.75 875 
2002 2003 2003 2003 2003 2004 2004 2004 2004 2002 2003 2003 2003 2003 2004 2004 2004 2004 
(HONGO) Gl <<) Ci ©] @ CG (131 DAYS) Ql, Q2 O38 Q4 Qi Q @ Q 
Production Expenses 2004 2003 
& tie dhe eee a sss Nedesph apo olah- LaLa SS He RER Ee ee eee ON car OO ee 
Production expenses per BOE $3.76 $3.31 $2.52 $3.78 $ 3.70 $ 3.51 $ 3.04 $ 3.36 


The pattern of production expenses being highest in the first and fourth quarters and lowest in the second and third 
quarters is consistent with the nature of our operations and the results of 2003. 

Production expenses for 2004 averaged $3.29 per BOE compared with $3.39 per BOE for 2003. 

Production expenses per BOE are down year-over-year reflecting the increased volumes at Tommy Lakes and the emphasis 
that Focus places on minimizing the cost structure of the Trust. 


Average production expenses for 2005 are forecast to be in the range of $3.40 to $3.50 per BOE. 


$50.00 


$37.50 


$25.00 


$12.50 


General and Administrative Expenses 


Three Months Ended Years Ended 
BS aS Be Barer Ciel Uh ent b dh ecinillaRtine cram allan December i) are es smecember 31 mex 
secrete det aed ee OU Oe DO Nee ite neat Lee hae POON her edis, siveuns oo 
Cash G&A expenses” $ 1,557 $ |,230 $ 5,713 $ 3,763 
Fete nisienticana du sugamiewnnct lion n eh) Uae ee ELD Coe ee or re C661), pit wcoana tid (1.221) 
Total cash G&A expenses 1,092 96| 4,046 SES) 
Non-cash G&A expense” 276 164 1,174 839 
Trust Unit Rights Plan expense? ummnnsnanamnnneae ih, eens ie ern 306 246 
1 ee a ne SAA a S725 516 OS On 
Cash-based G&A per BOE $ 1.21 $ 1.06 $ 1.13 $ 0.8! 
Net reported G&A per BOE $ 1.66 $ 1.83 $ 1.54 $ 1.16 


(1) AMOUNTS PAID FORTHE TECHNICAL SERVICES AGREEMENT IN THE FIRST HALF OF 2003 WERE REPORTED SEPARATELY ON THE CONSOLIDATED STATEMENTS 
OF INCOME AND ACCUMULATED INCOME, AND NOT INCLUDED AS PART OF GENERAL AND ADMINISTRATIVE EXPENSES. THE TECHNICAL SERVICES AGREEMENT 
EXPIRED JUNE 30, 2003. 

(2) GROSS GENERAL AND ADMINISTRATIVE EXPENSES FOR 2004 INCLUDED $2.3 MILLION ASSOCIATED WITH THE EXECUTIVE BONUS PLAN (2003 - $1.7 MILLION). 
HALF OF THIS AMOUNT IS NON-CASH AND SETTLED THROUGH THE ISSUANCE OF UNITS FROM TREASURY AT A PRICE EQUAL TO THE AVERAGE OF THE LAST FIVE 
TRADING DAYS OF THE MONTH FOR WHICH THE BONUS RELATES. 

(3) TRUST UNIT RIGHTS PLAN COMPENSATION EXPENSE IS CALCULATED USING THE FAIR VALUE METHOD ADOPTED IN 2003 AND REPRESENTS A NON-CASH 
CHARGE. DETAILS OF THIS COMPENSATION EXPENSE ARE CONTAINED IN NOTE 10 OF THE NOTES TO THE FINANCIAL STATEMENTS. 


Cash-based general and administrative expenses were $1.2! per BOE for the fourth quarter and $1.13 per BOE for 2004. 
This compares with $1.06 per BOE for the fourth quarter of 2003 and $0.8! per BOE for 2003. Increased general and 
administrative expenses in 2004 result from increased staff levels and office expenses corresponding to the expiry of the 
Technical Services Agreement on June 30, 2003, and strengthening our technical group as part of the organic growth initiatives 
and expanded operations. 


Interest and Financing Expenses 

Interest and financing expenses increased $1.1 million to $2.5 million in 2004 compared to $1.4 million in 2003 commensurate 
with higher debt balances. Long-term debt was $74.5 million at December 31, 2004 compared to $21.3 million at December 
31, 2003. Bank debt was utilized to partially fund the Tommy Lakes acquisition and to fund the acquisition of interests at 
Medicine Hat. Financing expenses increased $0.3 million to $0.4 million in 2004 as the Trust restructured and increased its bank 
credit facilities to a syndicated credit facility with four Canadian financial institutions. 


Depletion and Depreciation 

The depletion and depreciation rate increased to $10.42 per BOE in the fourth quarter of 2004 compared to $8.09 per BOE 
in the fourth quarter of 2003.The increase reflects actual capital expenditures and updated estimates of proved reserves. 
In addition, the acquisitions at Tommy Lakes and Medicine Hat increased the depletion rate as the Trust recorded a higher 
proportionate cost per BOE of proved reserves compared to the existing asset base of the Trust. The depletion rate of 
$10.42 per BOE in the fourth quarter of 2004 includes $0.22 per BOE related to the estimated asset retirement obligation. 


Asset Retirement Obligation 

In the first quarter of 2004, we adopted the CICA new section 3110, Asset Retirement Obligations. This new standard 
requires that companies recognize the liability associated with future site reclamation costs in the financial statements at the 
time when the liability is incurred. This liability is initially measured at fair value and subsequently adjusted for the accretion of 
the discount amount and any changes in the underlying cash flows. The asset retirement cost is capitalized to the related asset 
and amortized into earnings over time. The impact of the adoption of this new accounting policy is described in Notes 3 and 


6 of the financial statements. 


The asset retirement obligation increased $4.0 million to $11.4 million at December 31, 2004 from $7.4 million at December 
31, 2003.The increase reflects additional liabilities associated with the properties acquired during the year as well as new drilling 
activity. Accretion expense increased by $0.2 million to $0.6 million in 2004 from $0.4 million in 2003 commensurate with the 


increase in the asset retirement obligation liability. 
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Income and Other Taxes 

Income and other taxes include a future income tax recovery of $4.2 million in 2004 compared to a recovery of $0.8 million 
in 2003. The recovery of future income tax results from a reduction in corporate income tax rates in 2004 as well as from 
distributions to Unitholders which transfers taxable income from the Trust to individual Unitholders. 


Capital Expenditures 

Capital expenditures for field operations increased to $11.3 million in the fourth quarter of 2004 as Focus continued activity 
at Pouce Coupe and initiated the winter development program at Tommy Lakes. The Trust drilled eight wells at several of our 
key development areas during the quarter. Five wells were drilled at Tommy Lakes and one well at each of the Pouce Coupe, 
Loon Lake and Sylvan Lake properties. 


For 2004, total capital expenditures for field operations were $25.2 million, excluding the amount recorded for asset retirement 
obligations. Sixty-four percent was spent at Tommy Lakes, 20 percent at other natural gas areas, |0 percent for development 
work at Loon Lake, and six percent in other areas. Focus continues to maximize the value of our existing asset base and acquired 
properties through the drill bit. Capital investment in 2004 has been focused on natural gas development opportunities and 
those projects which we operate and control. 


Focus invested $129.7 million during 2004 to acquire high-quality natural gas properties which have long reserve life indices 
and significant development opportunities. 


The most significant acquisition completed during the year was the purchase of additional working interests in Tommy Lakes 
on April |, 2004 for $110 million. Tommy Lakes is a high-quality, long-life natural gas property which has a large accumulation 
of natural gas in place. It is the principal natural gas producing asset of the Trust. This property is operated by Focus, has low 
operating costs and a decline rate of less than 14 percent. The Tommy Lakes area contains the main development opportunities 
for Focus. 


On September |, 2004 Focus invested $18.6 million for the acquisition of interests at Medicine Hat, excluding the associated 
amounts recorded for asset retirement obligations and future income tax. With this transaction, Focus acquired a new shallow gas 
property in southeastern Alberta with approximately 10.8 Bcf of natural gas reserves, associated facilities and 5,760 net acres of 
undeveloped land. This is a long reserve life property which has significant opportunities for infill and step-out drilling. Additional 
interests in this property were acquired during the fourth quarter for $1.1 million. 


Focus will be actively drilling in 2005 with a capital budget for field operations of $27 to $30 million. Development is expected 
to continue at Tommy Lakes, Pouce Coupe, Loon Lake and Sylvan Lake. Our first round of drilling at Medicine Hat is expected 
to occur during the first half of 2005. Capital investment in 2005 will be disciplined and directed towards the best opportunities. 
There will clearly be a continued emphasis on natural gas development and on those projects that we operate. 


Liquidity and Capital Resources 

As at December 31, 2004 Focus had a working capital deficit of $6.6 million compared with a working capital deficit of 
$3.3 million at December 31, 2003. The working capital deficit has increased from the $2.5 million at September 30, 2004, 
due to the significant winter development program which commenced in the fourth quarter of 2004. On a monthly basis, 
there are fluctuations in accounts receivable and accounts payable reflecting the extent of capital programs, distributions to 
Unitholders after month-end, and accrued revenue and royalties for the current month. 


Long-term debt at December 31, 2004 was $74.5 million compared with $21.3 million at December 31, 2003 and $72.7 million 
at September 30, 2004. The increase in long-term debt during 2004 resulted from the acquisitions during the year which were 
financed with $59.3 million of long-term debt. Focus had a $100 million revolving syndicated credit facility among four financial 
institutions and a $10 million operating facility at December 31, 2004.The credit facility revolves until May 26, 2005. 


Long-term debt less working capital increased $56.5 million during 2004. This change primarily resulted from the following 

factors. 

* The acquisition on April |, 2004 for $110 million was financed with the issuance of Trust Units for net proceeds of 
$70.4 million and $39.6 million from bank credit facilities. 

° The acquisitions at Medicine Hat of $19.7 million were financed with bank credit facilities. 

* Proceeds of $0.8 million from the issuance of equity pursuant to the exercise of Unit Appreciation Rights 

* Funds flow from operations were $89.6 million, of which $61.4 million in distributions were declared to Unitholders, 
$25.2 million was invested in capital expenditures for field operations, $1.0 million was paid to the reclamation fund and 
$2.0 million went to debt repayment. 


Focus plans to finance its program for development drilling and enhancement of production primarily through investing 
approximately 25 to 30 percent of funds flow. Capital expenditures, including acquisitions, above this level will be financed 
through a combination of cash flow, debt and equity by issuing Units from treasury. 


Capitalization Table 


(thousands except per-Unit AMOUMtS) muna December 31,2004 December 31,2003 
Long-term debt $ 74,500 $ 2387 
Bree WORKIN Capital Gene ey yc ta tscptian aston castes bionrannisinttoaiine 6698) ee ete 
Total debt $ 81,158 $ 24,64 | 
Units outstanding and issuable for Exchangeable Shares 37,223 31,822 
Market price $ 19.97 $ 15.00 
Market capitalization $ 743,343 $ 477,330 
Bee ONN IRON ME Tea ere B07 eR Tae ep Atty ea See eae cae See On rs SO197I 
Total debt as a percentage of total capitalization 9.8% 4.9% 
Funds flow $ 89,567 $ 65,808 
Total debt to funds flow 0.9 0.4 


Cash Distributions 

We announce our distribution policy on a quarterly basis. The actual amount of the cash distribution is determined by the 
Board of Directors and is dependent upon the commodity price environment, production levels, and the amount of capital 
expenditures to be funded from cash flow. Our distribution policy incorporates the withholding of approximately 25 percent 
of cash flow for the financing of capital expenditures to provide more sustainable distributions. Cash distributions are essentially 
taxed to the Unitholders as ordinary income. 


Focus declared distributions of $1.80 per Unit in respect of 2004 production. Distributions were increased twice during 2004. 
Distributions per Unit in 2004 were $0.14 for the first quarter, $0.15 for the second and third quarters and $0.16 for the 
fourth quarter. On January |4th, 2005 Focus announced a continuation of the distribution policy of monthly distributions of 
$0.16 per Unit for the first quarter of 2005. 


The Exchangeable Shares of FET Resources Ltd. are convertible into Trust Units of Focus based on the exchange ratio, which 
is adjusted monthly to reflect the cash distribution paid on the Trust Units. Cash distributions are not paid on the Exchangeable 
Shares and the cash flow related to the Exchangeable Shares is retained by the Trust for reduction of debt or for additional 
capital expenditures. The initial exchange ratio was one Trust Unit for one Exchangeable Share. The exchange ratio at December 
31, 2004 was 1.27833. Effective March |5, 2005 the exchange ratio is 1.30129 Trust Units for one Exchangeable Share. 
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Payout Ratio Year Ended Year Ended 


Step esha ad a pe Rt Ee eh Pa cr December 31,2004 December 31,2003 
Funds flow from operations (thousands) a ssmnntnnnnnnntstnnnnnnsnntennnne Die ee $2,361. ters 65,808 
Funds flow from operations per Total Unit 

(weighted average Total Trust Units, including Exchangeable Shares 

converted at the average exchange ratio) $ 2.49 $ 2.16 
Distributions per Unit declared $ 1.80 $ 1.665 
Payout Cato: Der UMass 0 ak burn caret Cee nen eee ee TPP castes, 
Cash distributions declared to Unitholders; Exchangeable Shares 

do not receive cash distributions (thousands) $ 61,439 $ 4340) 
Payout ratio - dollar basis 69% 64% 


Contractual Obligations and Commitments 

The Trust has contractual obligations in the normal course of operations including purchase of assets and services, operating 
agreements, transportation commitments and sales commitments. These obligations are of a recurring and consistent nature 
and impact cash flow in an ongoing manner. 


The following table is a summary of all contractual obligations and commitments for the next five years. 


Contractual Obligations” 


($thOUSANAS) nnn TOML cosa 2005 es 2006-2007... 2008-2009, 2010 and thereafter 
Office premises DAIS 74 707 1,028 384 
Operating leases 396 132 264 - = 
Mineral and surface leases” Ay oilke 720 1,439 

Transportation and process US| 9,420 ges: 

Asset retirement obligations” 10,922 215 427 


(1) THE TABLE DOES NOT INCLUDE THE TRUST'S OBLIGATIONS FOR FINANCIAL INSTRUMENTS AND PHYSICAL SALES CONTRACTS WHICH ARE FULLY DISCLOSED 
IN NOTES 12 AND 13 OF THE FINANCIAL STATEMENTS. ; 

(2) | THETRUST MAKES PAYMENTS FOR MINERAL AND SURFACE LEASES. THE TABLE INCLUDES PAYMENTS FOR EACH OFTHE YEARS 2005 TO 2010 UNDER THESE LEASES 
ASSUMING CONTINUATION OF THE LEASES. THE CONTINUATION OF LEASES IS BASED ON DECISIONS BY THE TRUST RELATING TO EACH OF THE UNDERLYING 
PROPERTIES. PAYMENTS FOR THE PERIOD AFTER 2010 HAVE NOT BEEN INCLUDED IN THE TABLE, BUT WOULD CONTINUE AT THE SAME YEARLY RATE IF THERE 
WAS NO CHANGE TO THE UNDERLYING PROPERTIES. 

(3) BASED ON THE ESTIMATED TIMING OF EXPENDITURES TO BE MADE IN FUTURE PERIODS 


Off Balance Sheet Arrangements 

The Trust has certain lease agreements that are entered into in the normal course of operations. All leases are treated as 
operating leases whereby the lease payments are included in operating expenses or general and administrative expenses 
depending on the nature of the lease. No asset or liability value has been assigned to these leases in the balance sheet as at 
December 31, 2004. 


Focus has not entered into any guarantee or off balance sheet arrangements that would adversely impact the Trust's financial 
position or results of operations. 


Taxation of Cash Distributions 

Focus Energy Trust, for purposes of the Canadian Income Tax Act, is treated as a mutual fund trust and each year the Trust files 
an income tax return with the taxable income allocated to the Unitholders. Distributions paid to the Unitholders may be both 
a return on capital (income) and a return of capital. The allocation between these two streams is dependent upon the income 
tax deductions that the Trust is able to claim against the income it earns. The return of capital portion reduces the adjusted 
cost base of the Trust Units held. 


The Trust has net income for each year that is required to be calculated on an accrual basis of accounting, not a cash basis. Net 
income includes all interest income from FET and other income that accrues to the Trust to the end of the year. Under the 
Trust Indenture, net income of the Trust for each year will be paid or payable by way of cash distributions to the Unitholders. 


Taxable income of the Trust includes a deduction for the allocation of taxable income to Unitholders, which is paid or becomes 
payable in the year and a deduction relating to income tax pools residing at the Trust level. The Trust Indenture provides that 
an amount at least equal to the taxable income of the Trust must be paid or payable each year to Unitholders in order to 
reduce the Trust's taxable income to zero. Such taxable income is allocated to Unitholders. Any taxable income relating to a 
payable amount 's allocated to Unitholders of record at the end of the year, and each Unitholder receives a pro rata share of 
that payable amount. 


For 2004, cash distributions will be 97.5 percent return on capital (taxable) and 2.5 percent return of capital (tax deferred). For 


a more detailed breakdown as well as tax information for US. investors, please visit our website at www.focusenergytrust.com. 


2004 Canadian Tax Information 

The following information is intended to assist Canadian holders of Trust Units of Focus Energy Trust (FET.UN —TSX) in the 
preparation of their 2004T| Income Tax Return. This summary is directed to a Unitholder who, for purposes of the Income 
Tax Act (Canada), is a resident of Canada and holds the Units as capital property. Other Unitholders are advised to consult 


with their tax advisor concerning their circumstances. 


* Trust Units held within an RRSP, RRIF or DPSP - NO AMOUNTS are to be reported on the 2004 income tax 
return where Trust Units are held within a Registered Retirement Savings Plan (RRSP), Registered Retirement Income Fund 
(RRIF), Deferred Profit Savings Plan (DPSP), or any other such registered plans. 

* Trust Units held outside of an RRSP, RRIF or DPSP - If the Trust Units are held through a broker or other 
intermediary then the Unitholder will receive a T3 Supplementary slip directly from the Unitholder's broker or intermediary, 
not from the transfer agent (Valiant Trust Company) nor from Focus, no later than March 31, 2005. 

° If the Unitholder is a registered holder then the Unitholder will receive a 13 Supplementary slip directly from Valiant Trust 
Company. 

* The amount reported in Box (26) on the 13 Supplementary slip, ““Other Income’, should be reported on the 2004T | Income 
Tax Return. 


Taxable Income Allocated to Unitholders for 2004 and Taxation Treatment 


* For those Unitholders who held their Focus Energy Trust Units outside of a registered plan, the return on capital or income 
portion is reported in Box (26) of the T3 Supplementary slip, “Other Income”, and should be reported on the 2004 T| 
Income Tax Return. 

* In most circumstances, the return of capital portion will reduce the Unitholder'’s adjusted cost base of their Focus Energy 
Trust Units. This is discussed in more detail below. 

* The following table outlines the breakdown of cash distributions per Unit paid by Focus Energy Trust with respect to record 


dates for the period January 31 to December 31, 2004. 
Taxable Income 


Distribution (Box 26 Return of 
Record Date ccsuu.PaymentDate Paid Other Income) Capital Amount 
January 31, 2004 February |6, 2004 $ 0.14 $ 0.1365 $ 0.0035 
February 29, 2004 March |5, 2004 $ 0.14 $ 0.1365 $ 0.0035 
March 31, 2004 April 15, 2004 $ 0.14 $ 0.1365 $ 0.0035 
April 30, 2004 May |7, 2004 $ 0.15 $ 0.1462 $ 0.0038 
May 31, 2004 June 15, 2004 $ ONS $ 0.1462 $ 0.0038 
June 30, 2004 July 15, 2004 $ 0.15 S Ona $ 0.0038 
July 31, 2004 August | 6, 2004 $ ONS SO to?! $ 0.0038 
August 31, 2004 September |5, 2004 $ 0.15 $ 0.1462 $ 0.0038 
September 30, 2004 October |5, 2004 $ 0.15 $ 0.1462 $ 0.0038 
October 31, 2004 November | 5, 2004 $ 0.16 $ 0.1560 $ 0.0040 
November 30, 2004 December |5, 2004 $ 0.16 $ 0.1560 $ 0.0040 
December S|, 2008s inccsvsoetMearcebuenenn tert January 17,2005 ee Gs nee bey SOOT Vaca: Ree aeons 
sme tease ish : ae ae eee 
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Adjusted Cost Base 

In most circumstances, the return of capital portion will reduce the Unitholder's adjusted cost base of their Focus Energy Trust 
Units. The adjusted cost base of the Units is required in the calculation of a capital gain or capital loss (if capital property to the 
Unitholder) upon the disposition of the Units. 


Should a Unitholder’s adjusted cost base ever be reduced below zero, that negative amount is deemed to be a capital gain and 
the adjusted cost base is deemed to be nil. The capital gain is reported on Schedule 3.of the T! Income Tax Return. 


2004 United States Tax Information 

The following information is being provided to assist U.S. individual Unitholders of Focus Energy Trust (‘‘Focus’’) in reporting 
distributions received from Focus during 2004 on their Internal Revenue Service (‘IRS’) Form 1040 — U.S. Individual Income 
Tax Return (‘Form |1040”’) for 2004. 


Focus has not obtained a legal or tax opinion, nor has it requested a ruling from the IRS on these matters. 


¢ Trust Units Held Outside of a Qualified Retirement Plan — For distributions relating to 2004, 100 percent of 
the distributions should be considered taxable as dividends to the Unitholder for U.S. federal income tax purposes. After 
consulting with its tax advisors, Focus believes that its distributions should be considered ‘Qualified Dividends” under the 
Jobs and Growth Tax Relief Reconciliation Act of 2003 and should be eligible for the reduced U.S. dividend tax rate. However 
the individual taxpayer's situation must be considered before making this determination. “Qualified Dividends” should be 
reported on Line 9(b) of the IRS Form 1040, unless the facts of the U.S. individual Unitholder determine otherwise. Page 20 
of the IRS 2004 Form |040 Instruction Booklet provides examples of individual situations where the distributions would not 
be ‘Qualified Dividends’. Where the distributions are not considered “Qualified Dividends” due to an individual's situation, 
the amount should be reported on Schedule B, Part ii - Ordinary Dividends and Line 9 (a) of your IRS Form 1040. 


For the non-taxable portion of distributions, if any, (Non-Taxable Return of Capital’’), a taxpayer must reduce the cost (or 
other basis) by the amount of non-taxable distributions in calculating the gain.or loss on sale of Focus Units. If the amount 
of “Non-Taxable Return of Capital’ exceeds your cost (or other basis), report the excess as a capital gain. 


U.S. Unitholders are encouraged to utilize the Qualified Dividends and Capital Gain Tax Worksheet provided by the IRS to 
determine the amount of tax applicable. 


Canadian withholding taxes that have been withheld from the taxable portion of your distributions (as computed under 
Canadian tax principles) should be reported on Form | 116 “Foreign Tax Credit (Individual, Estate or Trust)’. Amounts 
overwithheld should be claimed as a refund from the Canada Revenue Agency and should not be claimed as a credit 
against your U.S. federal income tax liability. Information regarding the amount of Canadian tax withheld relating to 2004 
distributions should be available through your investment advisor or other intermediary and is not available from Focus. 


* Trust Units Held Within a Qualified Retirement Plan —There should be no amount that is required to be reported 
as income on an IRS Form |1040 where the Focus Trust Units are held in a Qualified Retirement Plan. 


The above information is not meant to be an exhaustive discussion of all possible U.S. income tax considerations, but a general 
guideline and is not intended to be legal or tax advice to any particular holder or potential holder of Focus Energy Trust Units. 
Holders or potential holders of Trust Units should consult their own tax advisors as to their particular tax consequences of 
holding Trust Units. 


Management and Financial Reporting Systems 
The Trust's management and internal control systems are designed to provide assurance that accurate and timely internal 


and external information is communicated to users of that information. These systems are continually being reviewed for 
opportunities for enhancement. 


Update on Financial Reporting and Regulatory Matters 

The following new accounting policies impacted the Trust in 2004: 

° Asset Retirement Obligations 
In 2004, the Trust adopted the CICA new section 3110, Asset Retirement Obligations. This new standard requires that 
companies recognize the liability associated with future site reclamation costs in the financial statements at the time when the 
liability is incurred. This liability is initially measured at fair value and subsequently adjusted for the accretion of the discount 
amount and any changes in underlying cash flows. The asset retirement cost is capitalized to the related asset and amortized 
into earnings over time. The impact of this new accounting policy is described in Notes 3 and 6 of the financial statements. 


* Oil and Gas Accounting — Full Cost 
In 2004, the Trust adopted the recommendations contained in the Accounting Guideline 16, “Oil and Gas Accounting — 
Full Cost”. 


The guideline impacts the cost impairment test or ceiling test. The cost impairment test is a two stage test which is to be 
performed annually. The first stage of the test determines if the cost pool has been impaired. An impairment occurs when 
the carrying amount of an asset is not recoverable and exceeds its fair value. The carrying amount is not recoverable if 
tt exceeds the sum of the undiscounted cash flows from proved reserves plus unproved costs using management's best 
estimate of future prices. The second stage of the test involves measurement of the impairment. The impairment is measured 
as the amount by which the carrying amount of capitalized assets exceeds the future discounted cash flows from proved plus 
probable reserves. The discount rate used is the company’s risk free rate. The guideline requires disclosure of future prices 
used in the measurement of impairment. 


Adoption of this new guideline resulted in no changes to net income, petroleum and natural gas assets or any other 
reported amounts in the consolidated financial statements. 


* Hedging Relationships 
In 2004, the Trust adopted Accounting Guideline | 3,‘‘Hedging Relationships’, which deals with the identification, designation, 
documentation and measurement of effectiveness of hedging relationships for the purposes of applying hedge accounting. It 
also establishes conditions for applying or discontinuing hedge accounting. 


The Trust has determined that all financial instruments met the criteria of effective hedges in 2004. 


¢ Transportation System Charges 
Effective for fiscal years beginning on or after October |, 2003, the CICA issued Handbook Section | 100 “Generally 
Accepted Accounting Principles”, which defines the sources of GAAP that companies must use and effectively eliminates 
industry practice as a source of GAAP In prior years, it had been industry practice for companies to net transportation 
system charges against revenue rather than showing the charges as a separate expense on the income statement. Effective 
January |, 2004, the Trust has recorded revenue gross of transportation system charges and a transportation system charge 
on the income statement. Prior periods have been reclassified for comparative purposes. This adjustment has no impact on 


net income or cash flow for the Trust. 


* EIC-151, Exchangeable Securities Issued by Subsidiaries of Income Trusts 
In 2005, the Trust will be required to adopt the recommendations contained in EIC-151, Exchangeable Securities Issued by 
Subsidiaries of Income Trusts. The abstract will require the Trust to reclassify the amounts recorded as exchangeable shares 
from Unitholders’ capital to non-controlling interests. The revision will be effective for periods on or after June 30, 2005. This 
accounting policy change is required to be applied retroactively and as a result, the financial statements will be restated. 
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Other future possible accounting policy changes include: 


e Variable Interest Entities 


In June 2003 the CICA issued Accounting Guideline 15, ‘Consolidation of Variable Interest Entities’, which deals with the 
consolidation of entities that are subject to control on a basis other than ownership of voting interests. This guideline is 
effective for annual and interim periods beginning on or after November |, 2004. 


The Trust has assessed that this new guideline is not applicable based on the current structure of the Trust. 


Financial Instruments - Recognition and Measurement, Hedges, and Comprehensive Income 
The CICA has issued three exposure drafts on financial instruments which will apply to interim and annual financial statements 
relating to fiscal years beginning on or after October |, 2006. It will require the following: 
- all trading financial instruments will be recognized on the balance sheet and will be fair valued through the income 
statement; 
- all remaining financial assets will be recorded at cost and amortized through the financial statements; 
- anew statement for comprehensive income that will include certain gains and losses on translation of assets and 
liabilities; and 
- an update to Accounting Guideline |3 to incorporate the fair value changes not recorded in the income statement 
to be recorded through the comprehensive income statement. 


The Trust has not assessed the future impact on the financial statements at this time. 


Changes in Accounting Policies and Estimates and Errors 

The CICA has proposed a new Handbook section 1506 “Changes in accounting policies and estimates, and errors” to 
provide guidance around when and how an entity is permitted to change an accounting policy as well as establish appropriate 
disclosures to explain the effects of changes in accounting policy, estimates and corrections of errors. 


Subsequent Events 

The CICA has proposed to extend the period during which subsequent events are required to be considered. This period is 
between the balance sheet date and when the financial statements are authorized for issue. In addition, disclosure is required 
as to the date the financial statements were authorized for issue and who provided that authorization. 


SUMMARY OF QUARTERLY RESULTS 
The following table provides a summary of results for each of the last eight quarters. Significant factors and trends which have 
impacted these results include: 


Revenue and royalties are directly related to fluctuations in the underlying commodity prices and the extent to which price 
protection has been achieved through financial hedges and forward physical sales contracts. 

Focus operates the majority of its capital programs during the winter season.As such, the majority of the capital expenditures 
and associated overhead recoveries occur in the winter months. The winter drilling programs have resulted in increased 
production, which is strongest in the second quarter due to the initial flush production from the new wells. 

Our main natural gas properties are in winter-only access areas of British Columbia, and production expenses per BOE 
are the highest in the first and fourth quarters when these properties are accessible for maintenance and the restocking 
of supplies. The weighting of production towards natural gas has increased, and natural gas production generally has lower 
production expenses on a per-BOE basis. 

Focus has completed acquisitions at Loon Lake in June 2003, Tommy Lakes in April 2004 and Medicine Hat in September 
2004. The acquisitions were funded through the use of existing bank credit facilities and the issuance of equity in June 2003 
and March 2004. 


Focus was created in August 2002 and has continually been developing its organization with the addition of professional and 
technical staff. 


The table below highlights Focus’ quarterly performance for the years ended December 31, 2004 and 2003. Refer to page 44 
for more detailed quarterly information. 


Quarter Ended 2004 2003 
(thousands of dollars, except per-Unit amounts)» Q4. 3 Q2 Q! 4 Q3 Q2 Q! 
Oil and gas revenues, before royalties” 39,233 37,979 42,284 30,677 28,088 28806 31,979 30,494 
Net income 15,451 13,546 17,286 13,346 10,456 10,608 12,449 7,960 
Per Unit — basic $ 0.42 $ 0.37 $ 0.47 $ 0.41 $ 0.33 $ 0.34 $ 0.42 S027, 
— diluted $ 0.41 $ 0.36 $ 0.47 $ 0.41 $ 0.33 $ 0.33 $ 0.43 $ 0.27 


(1) el DECEMBER 31, 2004 TO BREAK OUT THE TRANSPORTATION SYSTEM CHARGES SEPARATELY (INCREASES REVENUE AND RECORDS THIS EXPENSE 
Assessment of Business Risks 

Following are the primary risks associated with the business of the Trust. These risks are similar to those affecting others in the 
conventional oil and gas income trust sector The Trust's financial position, results of operations and distributions to Unitholders 
are directly impacted by these factors: 

operational risk associated with the production of oil and natural gas; 

reserve risk in respect to the quantity and quality of recoverable reserves; 

market risk relating to the availability of transportation systems to move the product to market; 

commodity risk as crude oil and natural gas prices fluctuate due to market forces; 

financial risk such as the Canadian/US. dollar exchange rate, interest rates and debt service obligations; 

environmental and safety risk associated with well operations and production facilities; 


SOS: Gal BS GS: = 


change in laws, regulation and administrative practice of governmental authorities relating to the oil and natural gas 
industry and the trust sector, particularly with respect to operations, environmental controls, royalties and income taxes, 
including changes in foreign ownership rules and changes to the taxation of trusts. 


Focus seeks to mitigate these risks by: 

|. acquiring mature properties to reduce technical uncertainty; 

2. acquiring long-life reserves to ensure more stable production and to reduce the economic risks associated with commodity 
price cycles; 

maintaining a low-cost structure to maximize product netbacks and reduce impact of commodity price cycles; 
diversifying properties to mitigate individual property and well risk; 

maintaining a product mix to balance exposure to commodity prices; 

conducting rigorous reviews of all property acquisitions; 


Sl es al ass fo) 


monitoring pricing trends and developing a mix of contractual arrangements for the marketing of products with 

creditworthy counterparties; 

8. maintaining a hedging program to hedge commodity prices and foreign exchange currency rates with creditworthy 
counterparties; 

9. ensuring strong third-party operators for non-operated properties; 

10. adhering to the Trust's safety program and keeping abreast of current operating best practices; 

||. keeping informed of proposed change in regulations and laws to properly respond to and plan for the effects that these 
changes may have on our operations; 

12. carrying insurance to cover losses and business interruption; 

13. establishing and building cash resources to fund future site reclamation costs. 


FOCUS 
AR 2004 


27 


OUTLOOK 


FOCUS 
AR 2004 


28 


The Trust's operational results and financial condition will be dependent on the prices received for oil and natural gas production. 
Oil and natural gas prices have fluctuated widely during recent years and are determined by demand and supply factors, 
including weather and general economic conditions as well as conditions in other oil and natural gas producing regions. 


The following chart summarizes Focus’ 2005 outlook. No acquisitions are assumed for the purposes of these forecasts. 


In 2005, Focus will continue its active drilling and development programs on its major properties. It is anticipated that these 
development activities will maintain production by offsetting production declines. 


We do not attempt to forecast commodity prices, and as a result, we do not forecast funds flow from operations or future 
cash distributions to Unitholders. 


Average annual production 10,000 - 10,500 BOE/D 
Weighting to natural gas 75% 

Production expenses per BOE $ 3.40 —$ 3.50 

Cash G&A expenses per BOE Sul 25 = ks 

Capital expenditures - field $ 27 million - $ 30 million 
Average annual payout ratio 70% — 80% 

Approximate taxable portion of distributions 100% 

Funds from operations / net debt Under |x 


The table below shows the potential impact on the Trust's funds flow (before price protection) resulting from changes to the 
business environment or operations. 


stele ea MSR ae a ce eae neuen a gana hrange ahaa 0008 ae ee 
Business Environment 

Price per barrel of crude oil (US$ WT]) $ 1.00 77\ 0.02 | 
Price per mcf of natural gas (CDN$ AECO) $ 0.25 3017 0.08 | 
US / CDN exchange rate $ 0.01 1,095 0.029 
Interest rate on debt 1% 745 0.020 
Operations 

Oil production - bbls/d 100 1,381 0.037 
Gas production - mcf/d |,000 1,700 0.046 
Operating expenses ($ per BOE) $ 0.25 : 235 0.065 
Cash G&A expenses ($ per BOE) $ 0.25 935 0.025 


Focus is committed to increasing the long-term value of the Trust to Unitholders. The following goals are the foundation of our 
commitment to value creation: 

¢ Maximize the value of existing assets; 

¢ Attract and retain the best value creation team in the business; 

* Pursue quality acquisitions that are strategic and accretive; 

¢ Protect margins and improve profitability; 

* Surface value through operational expertise and control: 

¢ Maintain financial flexibility and strength. 


MANAGEMENT?’S RESPONSIBILITY 


Management is responsible for the preparation of the accompanying consolidated financial statements and for the consistency 
therewith of all other financial and operating data.The consolidated financial statements have been prepared in accordance with the 
accounting policies detailed in the notes thereto. In management's opinion, the consolidated financial statements are in accordance 
with Canadian generally accepted accounting principles and have been prepared within acceptable limits of materiality, 


Management maintains a system of internal controls to provide reasonable assurance that all assets are safeguarded, transactions 
are appropriately authorized and to facilitate the preparation of relevant, reliable and timely information. Where estimates are used 
in the preparation of these financial statements, management has ensured that careful judgment has been made and that these 
estimates are reasonable, based on all information known at the time the estimates are made. 


Independent auditors appointed by the Trustee have examined and expressed their opinion on the consolidated financial 
statements of the Trust. The Audit Committee, consisting of independent directors of FET Resources Ltd., has reviewed these 
consolidated financial statements with management and the auditors, and has recommended them to the Board of Directors for 
approval. The Board has approved the consolidated financial statements of the Trust. 


CNY ae 


Derek W. Evans William D. Ostlund 
President and Chief Executive Officer Vice President, Finance and Chief Financial Officer 
February 28, 2005 


AUDITOR'S REPORT 


To the Unitholders of Focus Energy Trust: 


We have audited the consolidated balance sheet of Focus Energy Trust as at December 31, 2004 and 2003 and the consolidated 
statements of income and accumulated income and cash flows for the years then ended. These financial statements are the 
responsibility of the Trust's management. Our responsibility is to express an opinion on these financial statements based on 


our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require that we 
plan and perform an audit to obtain reasonable assurance that the financial statements are free of material misstatement. An 
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit 
also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the 


overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the Trust 
as at December 31, 2004 and 2003 and the results of its operations and its cash flows for the years then ended in accordance 


with Canadian generally accepted accounting principles. 


’ M G UP Calgary, Alberta, Canada 


Chartered Accountants February 28, 2005 
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CONSOLIDATED BALANCE SHEETS 


Years Ended, 
December 31, 


os Saas lie a ike Reap ase rr 
ASSETS 
Current assets 
Cash and cash equivalents $ 43,732 $ - 
Accounts receivable 20,220,594 20,043,512 
ww Prepaid expenses and deposits ac ccnsannaannainmnionoentiieenmmmenamincenl 909 B46. eZee ae 
21,962,172 21,136,071 
Petroleum and natural gas properties and equipment [note 4] 302,454,785 174,974,307 
Goodwill [note 5] 5,100,000 = 
Reclamation fund [note 7)... el nr L211 See eee ee. 1,030,000 
ere re $..331,439,476 $.....,197:140378 
LIABILITIES 
Current 
Accounts payable and accrued liabilities $ 22,864,458 AQ SS Ves 
eo Cash distributions payable. anusicdininutunnisntentanouionitanncninmnniann i IRE OM Gaia int saison 
28,620,242 24,440,548 
Long-term debt [note 8] 74,500,000 21,336,532 
Asset retirement obligation [note 6] 11,461,469 7,442,069 
Future income taxes'/note |5] oa en ee ABT ZT N20 A 1686,933 
sn i i tle Nera Wes ees ame eee he a 158,308,831 94,905,682. 
UNITHOLDERS’ EQUITY 
Unitholders’ capital [note 9] 139,335,147 63,267,42| 
Exchangeable Shares [note 9] 1,546,884 5,160,995 
Contributed surplus 498,516 Da Doe 
Accumulated income 145,289,496 85,661,322 
Accumulated cash distributions eset re (113,539,398) eee (92,100,566) _ 
nn tr oe ee erry 173,130,645 102,234,696 
Commitments and contingencies [mote 7] usmusanummmnunantninieuinonnansuoonsne Aeibkec Eee 
$ 331,439,476 $ 197,140,378 


SEE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
Approval on behalf of the Board: 


KL, che GO 


STUART G,. CLARK GERALD A. ROMANZIN 
DIRECTOR DIRECTOR 
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CONSOLIDATED STATEMENTS OF INCOME AND ACCUMULATED INCOME 


Years Ended, 
December 31, 


(Restated — Note 3) 


Revenue 

Production revenue 150,172,892 | 19,366,943 
Royalties (34,551,035) (30,789,864) 
Alberta Royalty Tax Credit 475,080 287,512 
Facility income 2,597,273 2,611,767 
Interest income 229,301 


Expenses 
Transportation system charges [note 3] 9,584,180 7,534,600 
Production 11,790,150 10,590,468 
Technical Services Agreement - 2,100,000 
General and administrative 5,525,776 3,627,275 
Interest and financing 2,515,545 | 386,761 
Depletion and depreciation [note 4] 32,007,125 25,065,44 | 
Accretion of asset retirement obligation [Mote 6] cnsnanensnannnanunun 04 00 eet Gre 420,078 
apts a OR aa OLLE 2 ne SO 62,086,777 50,724,623. 
Income before income and other taxes 56,836,734 40,815,863 
Income and other taxes [note |5] 
Future income tax expense (reduction) (4,212,000) (854,505) 
Current and large corporations ta umn 1820 300 re re 224/366 
ree ee (2,791,440)... (630,139), 
Net income for the period 59,628,174 41,446,002 
Accumulated income, beginning of period 

As previously reported 85,820,667 44,348,355 
aneee Retroactive adjustment for changes in accounting Poles cece MES 99345) ee 633,035) | 
nee EMSA aes at Seat ath rat cong ac AMR N elute wee een ee aU 
Accumulated income, end of period Bann 145,289,496 8 85,661 322. 
Net income per Unit [note | 4] 
Basic 1.66 1.36 
Diluted 1.65 1.36 


SEE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 


Years Ended, 
December 31, 


Operating activities 


(Restated — Note 3) 


Net income for the period 59,628,174 41,446,002 
Add non-cash items: 
Non-cash general and administrative expenses [note | 0] 1,479,707 | 084,483 
Unrealized (gain) loss on commodity contract - (1,353,067) 
Depletion and depreciation 32,007,125 25,065,44 | 
Accretion on asset retirement obligation 664,001 420,078 
nash HUME INCOME TAX EXPENSE | ge eas eee oe (4,212,000) oie cms eau (854,505) _ 
Funds flow from operations 89,567,007 65,808,432 
Net change in non-cash working capital OMS cman PAO D4 een 11 45,326 
ee ace 91,507,201, 71,953,758 _ 
Financing activities 
Proceeds from issue of Trust Units (net of costs) 70,419,265 23,89 1,65 | 
Proceeds from exercise of Unit Appreciation Rights 854,040 158,048 
Increase (decrease) in long-term debt 53,163,468 (30,464,468) 
Coc dietrisitions i ie (59,607,831) (40,925,594) 
dba Satan nactontntsouc tte Agee alal, 2) ee. 64,828 052 nn (47,340,363) 
Investing activities 
Capital asset additions (25,156,145) (16,809,155) 
Acquisition expenditures [note 5] (130,181,848) (22,175,416) 
Proceeds on disposal of capital assets = 1,958,669 
Reclamation fund contributions and actual expenditures (1,016,677) (1,291,346) 
Net change in non-cash working capital Bes nnn 62,259 i eee (1,001,181) 
ee ee ee ee (156,292,411) (39,318,429) _ 
Increase in cash and cash equivalents during the period 43,732 (14,705,034) 
Cash and cash equivalents, beginning Of Beno? ussite nt een 14,705,034 
Cash and cash equivalents, end of period $ 43,732 $ = 


SEE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
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NOTES TO CONSOLIDATED 
FINANCIAL STATEMENTS 


DECEMBER 31, 2004 AND 2003 (AUDITED) 


|. STRUCTURE OF THE TRUST 


Focus Energy Trust (the Trust’) was established on August 23, 2002 under a Plan of Arrangement involving the Trust, Storm Energy Inc., 
FET Resources Ltd., and Storm Energy Ltd. The Trust is an open-end unincorporated investment trust governed by the laws of the Province 
of Alberta and created pursuant to a trust indenture (the “Trust Indenture’). Valiant Trust Company has been appointed Trustee under the 
Trust Indenture. The beneficiaries of the Trust are the holders of the Trust Units (the ‘Unitholders’’). 


FET Resources Ltd. (the “Company’’) is a subsidiary of the Trust. Under the Plan of Arrangement, the Company became the successor 
company to Storm Energy Inc. through amalgamation on August 23, 2002. The Company is actively engaged in the business of oil and natural 
gas exploitation, development, acquisition and production. 


2. SUMMARY OF ACCOUNTING POLICIES 


The consolidated financial statements have been prepared by management in accordance with Canadian generally accepted accounting 
principles (“GAAP”). The preparation of these consolidated financial statements requires management to make estimates and assumptions that 
affect the reported amounts of assets and liabilities and the disclosure of contingencies at the date of the financial statements, and revenues 
and expenses during the reporting period. Correspondingly, actual results could differ from estimated amounts. These consolidated financial 
statements have, in management's opinion, been properly prepared within reasonable limits of materiality and within the framework of the 
accounting policies summarized below. 


In particular the amounts recorded for depletion and depreciation of the petroleum and natural gas properties and equipment and for 
asset retirement obligations are based on estimates of reserves and future costs. The cost impairment test is based on estimates of proved 
reserves, production rates, oil and natural gas prices, future costs and other relevant assumptions. By their nature, these estimates are subject 
to measurement uncertainty and the impact on the consolidated financial statements of future periods could be material. 


a) Principles of Consolidation 
The consolidated financial statements of the Trust include the accounts of Focus Energy Trust, its subsidiaries FET Resources Ltd. and 
FET Gas Production Ltd. and Focus B.C. Trust, and its share of two partnerships. All inter-entity transactions and balances have been 


eliminated. 


b) Petroleum and Natural Gas Properties and Equipment 
The Trust follows the full cost method of accounting for petroleum and natural gas properties, whereby all costs of acquiring petroleum 
and natural gas properties and related development costs, whether productive or unproductive, are capitalized and accumulated in one 
Canadian cost centre, including asset retirement costs. Such costs include acquisition, drilling, geological, geophysical, and equipment 
costs and overhead expenses related to the properties and development activities. Costs of acquiring and evaluating unproved 
properties are excluded from depletion calculations until it is determined in the period that proved reserves are attributable to the 
properties or impairment has occurred. Maintenance and repairs are charged against income, and renewals and enhancements which 
extend the economic life of the properties and equipment are capitalized. Gains or losses are not recognized upon disposition of 
petroleum and natural gas properties unless crediting the proceeds against accumulated costs would result in a change in the rate of 


depletion by 20 percent or more. 


Depletion of petroleum and natural gas properties and depreciation of equipment are provided for using the unit-of-production method 
based on estimated proved petroleum and natural gas reserves, before royalties, as determined by independent engineers calculated 
in accordance with National Instrument 51-101. Production and reserves of natural gas are converted to equivalent barrels of crude 
oil based on the energy equivalent conversion ratio of six thousand cubic feet of natural gas to one barrel of oil. The depletion and 
depreciation cost base includes total capitalized costs, less prior depletion and depreciation charges, less costs of unproved properties, 
less the estimated future net realizable value of production equipment and facilities, plus provision for future development costs and 
future asset retirement costs of proved undeveloped reserves. 


c) Cost Impairment Test 
The Trust places a limit on the aggregate carrying value of petroleum and natural gas properties and equipment, which may be amortized 
against revenues of future periods (the ‘‘cost impairment test’’). The cost impairment test requires an evaluation of petroleum and natural 
gas assets in each reporting period to determine that the carrying amount in a cost centre is recoverable and does not exceed the fair 


value of the properties in the cost centre. 


Cost impairment is recognized if the carrying amount of the petroleum and natural gas properties exceeds the sum of the undiscounted 
cash flows expected to result from the Trust's proved reserves. Cash flows are calculated based on third party quoted forward prices, 
adjusted for the Trust's contract prices and quality differentials. 
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d) 


g) 


Upon recognition of impairment, the Trust would then measure the amount of impairment by comparing the carrying amounts of the 
petroleum and natural gas properties to an amount equal to the estimated net present value of future cash flows from proved plus 
risked probable reserves. The Trust's risk free interest rate is used to arrive at the net present value of the future cash flows. Any excess 
carrying amount above the net present value of the Trust's future cash flows would be recognized as a permanent impairment. 


The cost of unproved properties is excluded from the cost impairment test calculation and subject to a separate impairment test. 


Goodwill 

Goodwill is the residual amount that results when the purchase price of an acquired business exceeds the fair value for accounting 
purposes of the net identifiable assets and liabilities of the acquired business. Net identifiable liabilities of the acquired business include 
an estimate of future income taxes. The goodwill balance is assessed for impairment annually at year end or more frequently if events 
change and circumstances indicate that the asset might be impaired. The test for impairment is the comparison of the carrying amount 
to the fair value of the reporting entity. If the fair value of the consolidated Trust is less than the book value, impairment is measured by 
allocating the fair value of the consolidated Trust to the identifiable assets and liabilities at their fair values. The excess of this allocation 
is the fair value of goodwill. Any excess of the book value of goodwill over this implied value is the impairment amount. Impairment is 


charged to income in the period in which it occurs. 
Goodwill is stated at cost less impairment and is not amortized. 
An impairment test of goodwill was completed at December 31, 2004 resulting in no impairment amount. 


Financial Instruments 

The Trust uses financial instruments to reduce its exposure to fluctuations in commodity prices and foreign exchange rates. The Trust's 
policy is not to use financial instruments for speculative or trading purposes. Gains and losses on contracts which constitute effective 
hedges are recognized in production income at the time of sale of the related production. Financial instruments which do not qualify as 
hedges are recorded on a mark-to-market basis at the balance sheet date with the resulting gains or losses being taken into income in 
the period. 


Income Taxes 

Income taxes are calculated using the liability method of accounting for income taxes. Under this method, income tax liabilities and 
assets are recognized for the estimated tax consequences attributable to differences between the amounts reported in the consolidated 
financial statements of the Trust and their respective tax base, using substantively enacted income tax rates. The effect of a change 
in income tax rates on future tax liabilities and assets is recognized in income in the period in which the change occurs. Temporary 
differences arising on acquisitions result in future income tax assets and liabilities. 


The Trust is a taxable entity under the Income Tax Act (Canada) and is taxable only on income that is not distributed or distributable to 
the Unitholders. As the Trust allocates all of its taxable income to the Unitholders in accordance with the Trust Indenture, and meets the 
requirements of the Income Tax Act (Canada) applicable to the Trust, no provision for income tax expense has been made in the Trust. 


In the Trust structure, payments are made between the Company and the Trust which result in the transferring of taxable income from 
the Company to individual Unitholders. These payments may reduce future income tax liabilities previously recorded by the Company 
which would be recognized as a recovery of income tax in the period incurred. 


Unit-Based Compensation Plan 

The Trust has a Unit-based compensation plan (the “‘Plan’’) for employees, directors and consultants of the Trust and its subsidiaries which 
are described in Note |!0. Compensation expense associated with rights granted under the Plan is deferred and recognized in earnings over 
the vesting period of the Plan with a corresponding increase or decrease in contributed surplus. Compensation expense is based on the 
fair value of the Unit-based compensation at the date of grant using a modified Black Scholes option pricing model. The fair value method 
has been adopted prospectively with 2003 rights granted. The pro forma impact for rights granted for the period from August 23, 2002 to 
December 31, 2002 using the fair value method is disclosed in Note 10. 


Consideration paid upon the exercise of the rights together with the amount previously recognized in contributed surplus is recorded 
as an increase in Unitholders’ capital. 


The Trust has not incorporated an estimated forfeiture rate for rights that will not vest, rather the Trust accounts for actual forfeitures as 
they occur. 


h) 


i) 


k) 


) 


b) 


Per-Unit Amounts 

Net income per Unit is calculated using the weighted average number of Units outstanding during the year including the weighted 
average number of Exchangeable Shares outstanding converted at the exchange ratio at the end of each month. Diluted net income 
per Unit is calculated using the treasury stock method to determine the dilutive effect of Unit-based compensation. The treasury stock 
method assumes that the proceeds received from the exercise of “in the money’ Trust Unit rights are used to repurchase Units at the 
average market rate during the period. The weighted average number of Units outstanding is then adjusted by the net change. 


Revenue Recognition 
Revenue associated with sales of crude oil, natural gas, and natural gas liquids is recognized when title passes to the purchaser, normally 
at the pipeline delivery point for natural gas and at the wellhead for crude oil. 


Joint Operations 
Certain of the Trust's exploration and production activities are conducted jointly with others. The accounts of the Trust reflect its 
proportionate interest in such activities. 


Cash and Cash Equivalents 

The Trust considers all highly liquid investments with a maturity of three months or less at the time of purchase to be cash equivalents. 
These cash equivalents consist primarily of funds on deposit for various terms. Cash and cash equivalents are stated at cost which 
approximates fair value. 


Foreign Currency Translation 

Monetary assets and liabilities denominated in a foreign currency are translated at the rate of exchange in effect at the balance sheet date. 
Revenues and expenses are translated at the monthly average rates of exchange. Translation gains and losses are included in income in 
the period in which they arise. 


Comparative Figures 
Certain of the comparative figures have been reclassified to conform to the current year's presentation. 


CHANGES IN ACCOUNTING POLICIES 


Petroleum and Natural Gas Properties and Equipment 

Petroleum and natural gas assets are evaluated in each reporting period to determine that the carrying amount in a cost centre is 
recoverable and does not exceed the fair value of the properties in the cost centre. Effective January |, 2004, the Trust adopted the new 
accounting standard relating to full cost accounting. There were no changes to net income, petroleum and natural gas assets or any other 
reported amounts in the consolidated financial statements as a result of adopting this guideline. 


The new guideline impacts the cost impairment test or ceiling test. The cost impairment test is a two- stage test. The first stage of the test 
determines if the cost pool has been impaired. Impairment occurs when the carrying amount of an asset is not recoverable and exceeds 
its fair value. The carrying amount is not recoverable if it exceeds the sum of the undiscounted cash flows from proved reserves plus 
unproved costs using management's best estimate of future prices. The second stage of the test involves measurement of the impairment. 
The impairment is measured as the amount by which the carrying amount of capitalized assets exceeds the future discounted cash flows 
from proved plus probable reserves. The cash flows are estimated using expected future product prices and costs and are discounted 
using a risk-free interest rate. 


Prior to January |, 2004 the ceiling test amount was the sum of the undiscounted cash flows expected from the production of proved 
reserves, the lower of cost or market of unproved properties and the cost of major development projects less estimated future costs 
for administration, financing, site restoration and income taxes. The cash flows were estimated using period-end prices and costs. 


Asset Retirement Obligation 

The Trust has adopted the asset retirement obligation method of recording the future cost associated with removal, site restoration 
and asset retirement costs. The fair value of the liability for the Trust's asset retirement obligation is recorded in the period in which it is 
incurred, discounted to its present value using the Trust's credit adjusted risk-free interest rate and the corresponding amount recognized 
by increasing the carrying amount of property, plant and equipment. The asset recorded is depleted on a unit-of-production basis over 
the life of the reserves. The liability amount is increased each reporting period due to the passage of time and the amount of accretion 
is charged to earnings in the period. Revisions to the estimated timing of cash flows or to the original estimated undiscounted cost could 
also result in an increase or decrease to the obligation. Actual costs incurred upon settlement of the retirement obligation are charged 
against the obligation to the extent of the liability recorded. 
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Previously, the Trust recognized a provision for estimated future removal and site restoration costs calculated on the unit-of-production 
method over the remaining proved reserves. 


The effect of this change in accounting policy has been recorded retroactively with restatement of prior periods. The effect of the 
adoption is presented below as increases (decreases). 


Balance Sheets OCI et ee a tr) eet ee are i eee December 31, 2003 
Petroleum and natural gas properties and equipment increased for historic 
noo SESE FEUIMETIGLTE COSTS. i, de sine Nr ROG te ea sori pees Semen 
Record new asset retirement obligation $ 7,442,069 
Reverse historic provision for future site restoration (3,083,021) - 
Adjust future income taxes (130,310) 
Adjust accumulated ico ee sae salt uanitta inition emcee aanecn DUS eaten tte eh a 
Increase in labiiiies and Cnitholders eu) dana Searels ee et ee Bai 
Year ended Year ended 
Siaements ot INCOe ee 0) ieee Facies! bee A een ei c Deceee a 
Accretion expense $ (664,001) $ (420,078) 
Depletion and depreciation on asset retirement costs (552,952) (644,727) 
Less: Amortization of estimated future removal and site restoration liability 
ve Under previous POC A scaurayucieuuta ty andlilose nin uel eats At ote ee Oren ere een 
Net income impact of new policy, before tax $ 1,180,582 $ (64,172) 
Basic and diluted net income per share before tax $ 0.04 = 


c) Financial Derivatives 
Effective January |, 2004 the Trust has implemented the new accounting guideline relating to hedging relationships. The new policy addresses 
the identification, designation, documentation and effectiveness of hedging transactions for the purposes of applying hedge accounting. 
It also establishes the conditions for applying or discontinuing hedge accounting. Under the new guideline hedging transactions must be 
documented and it must be demonstrated that the hedges are sufficiently effective in order to continue accrual hedge accounting. 


The hedges in effect at December 31, 2004 and December 31, 2003 met the criteria of effective hedges. 


d) Transportation System Charges 
Effective for fiscal years beginning on or after October |, 2003, the CICA issued Handbook Section | |00‘‘Generally Accepted Accounting 
Principles’, which defines the sources of GAAP that companies must use and effectively eliminates industry practice as a source of GAAP 
In prior years, it had been industry practice for companies to net transportation system charges against revenue rather than showing the 
charges as a separate expense on the income statement. Effective January |, 2004, the Trust has recorded revenue gross of transportation 
system charges and a transportation system charge on the income statement. Prior periods have been reclassified for comparative 
purposes. This adjustment has no impact on net income or cash flow for the Trust. 


4. PETROLEUM AND NATURAL GAS PROPERTIES AND EQUIPMENT 


Pee eT ear yn, ey ane Tee CT eh oc Fn eS oe EGE 
Petroleum and natural gas properties and equipment, at cost $ 450,493,107 $ 29 1,005,504 

Accumulated depletion and depreciation Bhs OM re MN? a oa ome Paul (148,038,322) «cect tas eae (116,031,197) 
Petroleum and natural gas properties and equipment, at cost net Pe ge OO OO tet ee ees 174,974,307. 


The petroleum and natural gas properties and equipment, at cost, and the accumulated depletion and depreciation 2004 balances include 
$9.8 million and $2.8 million related to the asset retirement obligation, respectively. The 2003 balances have been restated due to the adoption 
of the asset retirement obligation method of recording the future cost associated with removal, site restoration and asset retirement costs. 
As a result of this restatement, petroleum and natural gas properties and equipment, at cost, has increased by $6.3 million and accumulated 
depletion and depreciation has increased by $2.2 million. 


The calculation of depletion and depreciation in 2004 included an estimate of $47.5 million (2003 - $28.4 million) for future development costs 
and $4.1 million (2003 — nil) for future asset retirement costs associated with proved undeveloped reserves. Unproved property costs of 
$3.1 million (2003 - $1.8 million) and estimated net realizable value of production equipment and facilities of $21.9 million (2003 - $12.6 million) 
were excluded from the depletion calculation. 


The Trust performed a cost impairment test at December 31, 2004 to assess the recoverable amount of the net carrying value 
of petroleum and natural gas properties and equipment. Future prices for crude oil and natural gas were obtained for the 
period 2005 to 2009 inclusive from the Trust's year-end independent reserve evaluations and then escalated based on escalation 
factors in the same evaluations. Based on these assumptions, the present value of future net revenues from the Trust's proved 
plus probable reserves exceeded the carrying value of the Trust's net carrying value of the petroleum and natural gas properties 
and equipment. 


The future prices used for the cost impairment test for December 31, 2004 are as follows. 


Consultant's Price Forecasts 2005 2006 2007 2008 2009 
See oy GUS ; bi RCO E Ret eertinh es aed CaaS ee ee Cae ng ae 
Natural Gas AECO ($CDN / Mmbtu) Ge Gs) SS 6.52 $ 626 Sea 26100: SSauoy/) 


5. ACQUISITION EXPENDITURES 


Year ended December 31, 


Year ended December 31, 


te ae OL Se Obes Te IV melas et estate bath Heder Be AU sabe Cota Lana Batik eaten ee 
Lanaway, Alberta May |, 2003 $ (39,885) $ ANAS 
Loon Lake, Alberta June |, 2003 (103,530) WAS us 
Tommy Lakes, B.C. April |, 2004 110,074,959 ~ 
Medicine Hat, Alberta September |, 2004 18,607,466 - 
Medicine Hat, Alberta October |, 2004 1,144,700 — 
Fe le Fea ah dees graeme Red Apt 
ee ee $ 129,699,314 $ 22,175,416 


Acquisition of Tommy Lakes Partnership April |, 2004 

On April |, 2004 the Trust acquired the Tommy Lakes Partnership, which owns interests in the natural gas producing area of Tommy 
Lakes, British Columbia. The Tommy Lakes Partnership is owned 99 percent by Focus B.C. Trust and one percent by FET Resources 
Ltd., both of which are wholly owned subsidiaries of Focus Energy Trust. This acquisition was accounted for using the purchase method, 
with results of operations included from the date of acquisition. The future income tax recorded for this transaction only relates to the 
one percent ownership by FET Resources Ltd. and no future income tax has been recorded with respect to the interest owned by 
Focus B.C. Trust. 


The following summarizes the estimated fair value of the assets acquired and liabilities assumed at the date of the acquisition. 


Petroleum and natural gas properties and equipment $1 11,583,959 
Asset retirement obligation (877,109) 
BES Wee a aie ee ne 1 age ee ie in oo ne ete eta Ie ce LAR Aa cena, (631,871) 
ee ee Ue Lela crave aterm Bcaices 


Acquisition of Private Company September I, 2004 

FET Resources Ltd. acquired a private company on September |, 2004 for cash consideration of $19,090,000. This acquisition was accounted 
for using the purchase method, with results of operations included from the date of acquisition. Immediately after the acquisition, the private 
company was wound up into FET Resources Ltd. 
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The following summarizes the estimated fair value of the assets acquired and liabilities assumed at the date of the acquisition. 


Petroleum and natural gas properties and equipment $20, 190,000 
Goodwill 5,100,000 
Asset retirement obligation (1,061,838) 
Future income tax. 7 kaleale cabates ia Geet 6 Come otal ea pe (5,620,696) 
$18,607,466 
Net working capital 482,534 


Effective October |, 2004, additional interests were purchased in the Medicine Hat area for cash consideration of $1,144,700. 


6.ASSET RETIREMENT OBLIGATION 


The Trust's asset retirement obligations result from net ownership interests in petroleum and natural gas assets including well sites, gathering 
systems and processing facilities. The Trust estimates the total undiscounted amount of cash flows required to settle its asset retirement 
obligations is approximately $31.2 million which will be incurred between 2005 and 2020. The majority of the costs will be incurred after 
2019.A credit-adjusted risk-free rate of 7.0 percent and an inflation rate of |.5 percent for estimates prior to the fourth quarter of 2004 and 
2.0 percent for revisions and changes thereafter were used to calculate the fair value of the asset retirement obligation. 


A reconciliation of the asset retirement obligation is provided below. 


December 31, December 31, 
ME ee 
Balance, beginning of period $ 7,442,069 $ 6,001,112 

Accretion expense 664,001 420,078 
Liabilities incurred 
Acquisitions 1,938,947 961,685 
Development activity and change in estimates 1,540,610 VMWES 
vom oetement Of abilities: all 5) ess Up ses dems tess cat ie eee celeste (20,55!) 
Balance, end of period $ | 1,461,469 $ 7,442,069 
7. RECLAMATION FUND 
elegans nsession age te ROR So tO Ue e  eee 
Balance as at January | $ 1,030,000 $ = 
Contributions... sicsiaaiesl hal eee a ee una gas ee ene nec BFP scale dg ciath ogee 
Balance as at December 31 $ aaa $ 1,030,000 


A reclamation fund was established to fund the payment of environmental and site reclamation costs. Annual contributions will be made to 
the reclamation fund such that the currently estimated future environmental and site reclamation costs will be funded after 20 years. Interest 
earned will form part of the reclamation fund. The Company may use the reclamation fund for purposes of funding its environmental and site 
reclamation costs. The reclamation fund is held on deposit at a Canadian financial institution. 


8. LONG-TERM DEBT 


The Trust has a $100 million revolving syndicated credit facility among four Canadian financial institutions with an extendible 364-day revolving 
period and a one-year amortization period. In addition, the Trust has a $10 million demand operating line of credit. At December 31, 2004, the 
available borrowings under these facilities were reduced by $3.0 million by letters of credit. The credit facilities are secured by a floating charge 
debenture covering all of the assets of the Trust and a general security agreement. 


Advances bear interest at the bank's prime rate, bankers’ acceptance rates plus stamping fees, or U.S. LIBOR rates plus applicable margins 
depending on the form of borrowing by the Trust. Stamping fees and margins vary from zero percent to |.5 percent dependent upon financial 
statement ratios and type of borrowing. The effective rate on debt outstanding at December 31, 2004 is approximately 3.6 percent. 


The credit facility will revolve until May 26, 2005, whereupon it may be renewed for a further 364-day term subject to review by the lenders. 
If not extended, principal payments will commence after expiry of the revolving period and will consist of three quarterly payments of five 
percent and the remaining 85 percent at the end of the term. 


9. UNITHOLDERS’ CAPITAL AND EXCHANGEABLE SHARES 


An unlimited number of Trust Units may be issued pursuant to the Trust Indenture. Each Trust Unit entitles the holder to one vote at any 
meeting of the Unitholders and represents an equal fractional undivided beneficial interest in any distribution from the Trust and in any net 
assets in the event of termination or winding up of the Trust. The Trust Units are redeemable at the option of the Unitholder, up to a maximum 
of $250,000 per annum. This limitation may be waived at the discretion of the Trust. 


Trust Units of Focus Energy Trust 


(including conversion of Exchangeable Shares) Number of Units Consideration 
Re te Ah AE eer eee) oe Be ee POU ey, ee te POU aN eUOB 
Trust Units outstanding (see (a) below) 35,973,65 | 28,034,233 $ 139,335,147 $ 963)267421 
Trust Units issuable on conversion of 

ay, Exchangeable Shares!” (see (b) BElIOW) oo cnnnmsnmmnnmnneinnndtZ4937I 3788258. 1546884 5,160,995 
Balance as at December 31 37,223,022 31,822,49 | $ 140,882,031 $$ 68,428,416 


(1) THE EXCHANGE RATIO AT DECEMBER 31, 2004 WAS 1.27833 (DECEMBER 31, 2003 — 1.16718) TRUST UNITS FOR EACH EXCHANGEABLE SHARE. 


(a) Trust Units of Focus Energy Trust Number of Units Consideration 
RENCE WA inne es ed eS en AN cng ete, Tem etc ye Sass! EE Fe miei a tee ON ne OO ee), hate POO a 
Balance as at January | 28,034,233 22,804,905  $ 63,267,421 $ 33,908,902 
Issued on conversion of Exchangeable Shares'” 2,760,027 3,037,076 3,614,111 4,467,384 
Issued pursuant to the Executive Bonus Plan" 72,39 | WD 1,127,813 841,434 
Issued for cash" 2,100,000 25,410,000 
Issued for cash” 5,000,000 74,500,000 

Trust Unit issue expenses (4,080,735) (1,518,347) 
Exercise of Unit Appreciation Rights, nnn lO; Oe A. 20500. oes B06 ST ci 158,048 
Balance as at December 3! 35,973,65| 28,034,233  $ 139,335,147 $ 63,267,421 


(Il) ISSUED ON CONVERSION OF EXCHANGEABLE SHARES TO TRUST UNITS WITH THE CONSIDERATION RECORDED BEING EQUAL TO THE BOOK VALUE OF THE 
EXCHANGEABLE SHARES EXCHANGED 

(Il) PURSUANT TO THE EXECUTIVE BONUS PLAN, 50 PERCENT OF ALL AMOUNTS DUE UNDER SUCH PLAN ARE PAYABLE THROUGH THE ISSUANCE OF TRUST UNITS 
PRICED AT THE FIVE-DAY WEIGHTED AVERAGE TRADING PRICE FORTHE LAST FIVE TRADING DAYS OF THE MONTH FOR WHICH THE BONUS RELATES. 

(Ill) ISSUED FOR CASH JUNE 25, 2003 PURSUANT TO A SHORT FORM PROSPECTUS DATED JUNE 17, 2003 

(IV) ISSUED FOR CASH MARCH 23, 2004 PURSUANT TO A SHORT FORM PROSPECTUS DATED MARCH 15, 2004 

(V) EXERCISE OF UNIT APPRECIATION RIGHTS INCLUDES CASH CONSIDERATION OF $854,040 AND CONTRIBUTED SURPLUS CREDIT OF $52,497. 


(b) Exchangeable Shares of FET Resources Ltd. Number of Shares Consideration 

Bon RU GA eatin a eae eee ONE Oe ones ar Oy es ZOU Sy. 
Balance as at January | 3,245,650 5,964,335 $ 5,160,995 $ 
Exchanged for Trust Units” eta oe (2,268,304) (2,718,685) 3614111) 


Balance as at December 31 


(I) CANCELLATION ON CONVERSION TO TRUST UNITS WITH THE CONSIDERATION RECORDED BEING EQUAL TO THE BOOK VALUE OF THE EXCHANGEABLE SHARES 
EXCHANGED 


The Exchangeable Shares of FET Resources Ltd. are convertible at any time into Trust Units (at the option of the holder) based on the exchange 
ratio. The exchange ratio is increased monthly based on the cash distribution paid on the Trust Units divided by the ten-day weighted average 
Unit price preceding the record date. During the period of January | to December 31, 2004, a total of 2,268,304 Exchangeable Shares were 
converted into 2,760,027 Trust Units at exchange ratios prevailing at the time. At December 31, 2004, the exchange ratio was |.27833 Trust 
Units for each Exchangeable Share. Cash distributions are not paid on the Exchangeable Shares. On the tenth anniversary of the issuance of the 
Exchangeable Shares, subject to extension of such date by the Board of Directors of the Company, the Exchangeable Shares will be redeemed 
for Trust Units at a price equal to the value of that number of Trust Units based on the exchange ratio as at the last business day prior to the 
redemption date. The Company may redeem all but not less than all of the outstanding Exchangeable Shares at any time when the aggregate 
number of issued and outstanding Exchangeable Shares is less than |,000,000.The Company will, at least 45 days prior to any redemption date, 
provide the registered holders with written notice of the prospective redemption. The redemption price is equal to that described previously. 
The Exchangeable Shares of FET Resources Ltd. are listed for trading on the Toronto Stock Exchange under the symbol FTX. 
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10. TRUST UNIT RIGHTS PLAN 


The Trust Unit Rights Plan (the “'Plan’’) was established August 23, 2002 as part of the Plan of Arrangement. The Trust may grant rights to 
employees, directors, consultants and other service providers of the Trust and any of its subsidiaries. The Trust is authorized to grant up to 
1,500,000 rights, but the number of Units reserved for issuance upon the exercise of rights shall not at any time exceed five percent of the 
aggregate number of issued and outstanding Units.of the Trust and including the number of Units which may be issued on the exchange of 
the outstanding Exchangeable Shares. To December 31, 2004 a total of 107,000 Units had been issued under the Plan, and 1,393,000 Units 
are reserved for issuance under the Plan. 


The initial exercise price of rights granted under the Plan is equal to the weighted average of the closing price of the Trust Units on the 
immediately preceding five trading days. The exercise price per right is calculated by deducting from the grant price the aggregate of all. 
distributions, on a per-Unit basis, made by the Trust after the grant date which represents a return of more than 0.833 percent of the Trust's 
recorded cost of capital assets less depletion, depreciation and amortization charges and any future income tax liability associated with such 
capital assets at the end of each month. Provided this test is met, then the entire amount of the distribution is deducted from the grant price. 
The rights have a life of five years and vest equally over a four-year period commencing on the first anniversary of the grant. 


ert 2004s a 
Weighted Weighted 
Number of Average Number of Average 

ime RUM Eee NN RE Sie SN Pee, ae Rights __...Exercise Price. tights. Exercise Price 
Balance as at January |, 2004 665,500 $ Gilet 320,000 $2. 937 
Granted 571,150 $ 16.31 376,000 Spee aS) 
Exercised (107,000) $ WER (20,500) A een 7h 
Cancelled (16,550) $ 14.01 (10,000) $2.08 

SG SIGH RS i oe es ee Se 

Reduction of exercise pues ic. adh ee ee ee Sl ceatnt b Paeee tess tall Ria ite ore, 9 A133) 
Balance as at December 31, 2004 1,113,10 $ | 1.78 665,500 Seat 


* The average exercise price at the grant date is $13.74. 

* The average contractual life of the rights outstanding is 3.79 years. 

* The number of rights exercisable at December 31, 2004 is 123,250. 

* The average value at the grant date for the year ended December 31, 2004 Is $3.41 ($2.58 for 2003). 


The Trust prospectively adopted the fair value method in 2003 for rights granted subsequent to January |, 2003. The fair value of rights is 
estimated using a modified Black Scholes option pricing model. 


The Trust has recorded non-cash compensation expense of $305,489 for the year ended December 31, 2004. The Trust recorded non-cash 
compensation expense of $245,524 for the year ended December 31, 2003. 


Had the Trust used the fair value method for rights granted between August 23, 2002 and December 31, 2002, pro forma net income would 
have decreased by $137,133 (2003 - $136,758). 


Pro Forma Results 70, occ concerns etree kia tn ae BOND oe a ie 
Net income as reported $ 59,628, | 74 $ 41,446,002 
Less: Compensation expense for rights issued 19 2002 scsnunismunenneniinnnnennaianiccuntded MS) sa csanineatinisnmntnennna seed a 
Pro forma net income $ 59,49 | 041 $ 41,309,244 
Net income per Trust Unit — basic 

As reported $ 1.66 $ 1.36 

Pro forma $ 1.66 $ 1.36 
Net income per Trust Unit — diluted 

As reported $ 1.66 $ 1.36 

Pro forma $ 1.66 $ aplde 


The fair value of rights granted in 2004 was estimated using a modified Black Scholes option pricing model with the following weighted average 
assumptions: risk-free interest rate of 3.93 percent, volatility of 34 percent, life of 4.8 years and a dividend yield rate of || percent. Users are 
cautioned that the assumptions made are estimates of future events and actual results could differ materially from those estimated. 


11. CASH DISTRIBUTIONS PAYABLE 


The Trust has net income for each year which includes all interest income from the Company, and other income, which accrues to the Trust to 
the end of the year: Under the Trust Indenture, taxable income of the Trust for each year will be paid or payable by way of cash distributions 
to the Unitholders. 


The taxable income of the Trust includes a deduction for the allocation of taxable income to Unitholders, which is paid or becomes payable 
in the year. The Trust Indenture provides that an amount at least equal to the taxable income of the Trust must be paid or payable each year 
to Unitholders in order to reduce the Trust's taxable income to zero. Such taxable income relating to the payable amount is allocated to 
Unitholders of record at the end of the year, and each Unitholder receives a pro rata share of the payable amount. 


12. FINANCIAL INSTRUMENTS 


The Company's financial instruments included in the balance sheet consist of accounts receivable, other receivables, accounts payable and 
accrued liabilities and bank debt. 


Credit risk: 
The Company's accounts receivable are due from a diverse group of customers and as such are subject to normal credit risks. 


Interest rate risk: 
The Company is also exposed to interest rate risk to the extent that long-term debt is at a floating rate of interest. 


Fair values: 

The fair values of short-term financial instruments, being accounts receivable, accounts payable and accrued liabilities and cash distributions 
payable approximate their carrying values due to their short term to maturity. The fair value of long-term debt approximates its carrying value 
due to the floating interest rate and the revolving nature of the obligation. 


The following financial contracts were outstanding at the date of writing. The fair market value of the contracts outstanding at December 31, 2004, 
which have no book value, was a cost of $332,000. 


Financial Daily Contract Price 

Rontracts SUIAIUEY on ee ted oa ee Mane een ee ee ewan we ate Ee LN 

Crude oil — fixed price 400 bbls $ 49.6| Cdn/bbl WTI January 2005 — December 2005 
400 bbls $ 49.50 Cdn/bbI WTI January 2005 — December 2005 
400 bbls $  52.00-58.40 Cdn/bb! WTI January 2005 — March 2005 
400 bbls $  52.00-56.15 Cdn/bbl WTI April 2005 — June 2005 
400 bbls $  53.00-60.00 Cdn/bb! WTI July 2005 — September 2005" 

Natural gas — fixed price 5,000 G| $ 5,85-6.95 Cdn/G} AECO April 2005 — October 2005" 


* — CONTRACT ENTERED INTO SUBSEQUENT TO DECEMBER 31, 2004 
13. PHYSICAL SALES CONTRACTS 


In addition to the financial contracts described above, the following physical contracts were outstanding at the date of writing. The fair 
market value of these contracts at December 31, 2004, which have no book value, would have resulted in a net payment to the Trust of 
approximately $7,176,000. 
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Physical Daily Contract 
Contracts Quantity Price Term 


Natural gas — fixed price 


26,500 G $ 7.25 Cdn/G November 2004 — March 2005 
S27 SG $ 7.00 Cdn/G November 2004 — October 2005 
5,000 G $ 6.36 Cdn/G} April 2005 — October 2005 
7,000 G Pao CIn.G January 2005 

15,500 G $2 9/011 Cdn/G April 2005 — October 2005 
7,000 G Shs) Cdn/G November 2005 — March 2006" 
7,000 G S62. Cdn/G]} November 2005 — March 2006” 


* — CONTRACT ENTERED INTO SUBSEQUENT TO DECEMBER 31, 2004 
14.PER UNIT AMOUNTS AND SUPPLEMENTARY CASH FLOW INFORMATION 


Basic per-Unit calculations are based on the weighted average number of Trust Units. Diluted calculations include additional Trust Units 
for the dilutive impact of rights outstanding pursuant to the Rights Plan and the number of Trust Units exercisable on conversion of 


Exchangeable Shares. 


Basic per-Unit calculations for the year ending December 31 are based on the weighted average number of Trust Units outstanding in 2004 
of 35,903,047 (2003 of 30,493,373). 


Diluted calculations include additional Trust Units for the dilutive impact of the Rights Plan and for the weighted average number of Trust 
Units exercisable on conversion of Exchangeable Shares of 327,465 for the year ended December 31, 2004 (129,990 for the year ended 
December 31, 2003). 


Supplementary cash flow information for the year ended December 31 is as follows. 


rane stained pe eg cpt Lag RED iE apa Oe Oe ee 
Interest paid $ 1,986,119 $ | 345,300 
Interest received 75,666 18,003 
Taxes paid 1,453,298 (862,688) 
Cash distributions paid 59,607,83 | 40,925,594 


15. INCOME TAXES 


Effective April |, 2004, the Alberta government enacted a reduction in corporate income tax rates from 12.5 percent to 11.5 percent. In 
2003, Royal Assent was received legislating the reduction of the general corporate income tax rate on income from resource activities from 
28 percent to 2! percent and for the elimination of the existing 25 percent resource allowance deduction and introduced the deductibility of 
actual provincial and other Crown royalties paid to be phased in over a five-year period. 


The Trust's expected future income tax rate is approximately 35 percent at December 31,2004 compared to 37 percent at December 31, 2003. 
The Trust recorded a future income tax recovery of $4.2 million in 2004. 


The Trust recognized future income tax liabilities of $6.3 million in 2004 related to the acquisitions of the Tommy Lakes partnership interest 
and of a private company. 


The provision for future income taxes is different from the amount computed by applying the combined statutory Canadian Federal and Provincial 


income tax rate to income for the period before income taxes. The differences are as follows. 


Ne ei Oe 0 2008 
Income before income and other taxes $ 56,836,734 40,815,863 
a a ee eee Sas ae arama ee a 
Expected income tax expense at statutory rates $ 22,396,37 | 16,726,34| 
Add (deduct) the income tax effect of: 
Non-deductible Crown charges 9,415,168 10,659,788 
Resource allowance (7,977,986) (9,077,768) 
Alberta Royalty Tax Credit (163,804) (117,822) 
Reduction in corporate tax rate (2,152,283) (3,250,000) 
Income attributable to the Trust, not subject to income tax (24,177,995) (16,259,305) 
Capital tax 1,073,342 879,340 
i NE CIELO Sa ieacey UC vAe) See 
cant ERTS Ge AUG EO ere a ree eerie ak ore ae me ae ee) ee eee aie a eeene ee cores 
The components of the future tax liability at December 31 are as follows. 
I 6 i a 2008, 
Capital assets in excess of tax value $ 48,849,568 48,640,477 
Provision for asset retirement obligation (4,014,953) (2,743,147) 
Non-capital losses ~ (2,662,029) 
Be ee ee Pe ea ea COE ola ips (1,548,768). 
Future income taxes $ 43,727,120 4|,686,533 


16. RELATED PARTY TRANSACTIONS 


During 2004, the Trust paid $212,600 for legal services (2003 - $97,730) provided by a firm in which a current director is a partner. 


17. COMMITMENTS AND CONTINGENCIES 


The Trust is involved in litigation and claims arising in the normal course of operations. Management is of the opinion that any resulting settlements 


would not materially affect the Trust's financial position or reported results in operations. 


FOCUS 
AR 2004 


43 


QUARTERLY INFORMATION 


SUMMARY OF QUARTERLY RESULTS 


(000s OF DOLLARS, EXCEPT AS INDICATED) Q4 Q3 Q2 Ol cs Q3 Q2 Ol } Oe aes 


ween ween eee e en ee eee ee eee ee eee eee eee eee ene e eres esses eseesensssssessernsesseeseseeereeesasesssereeee ee ew eee eee eee e tree ease arene eens eras eeeeeeeeneeeeeeeasene 


FINANCIAL 


Net income 
Per Unit - basic 


ClQaiie: 


(1) THE ABOVE INFORMATION ONLY INCLUDES OPERATIONS OF FOCUS ENERGY TRUST WHICH COMMENCED OPERATIONS ON AUGUST 23, 2002. 

(2) RESTATED AT DECEMBER 31, 2004 TO BREAK OUT THE TRANSPORTATION SYSTEM CHARGES SEPARATELY (INCREASES REVENUE AND RECORDS THIS NEW EXPENSE) 
(3) LONG-TERM DEBT PLUS WORKING CAPITAL DIVIDED BY FUNDS FLOW FROM OPERATIONS FOR THE QUARTER ANNUALIZED 

(4) REALIZED PRICES ARE NET OF HEDGING SETTLEMENTS AND TRANSPORTATION SYSTEM CHARGES. 


FOCUS 
AR 2004 


44 


SENIOR MANAGEMENT 


Derek W. Evans 
President and C.E.O, 


William D. Ostlund 
Vice President, Finance and C.FO. 
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Tel: (403) 781-8409 
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www. focusenergytrust.com 
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Burnet, Duckworth & Palmer LLP 
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Paddock Lindstrom & Associates Ltd. 
Calgary, Alberta 


McDaniel and Associates Consultants Ltd. 
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REGISTRAR & TRANSFER AGENT 


Valiant Trust Company 


Calgary, Alberta 

ABBREVIATIONS 

api American Petroleum Institute 

ARTC Alberta Royalty Tax Credit 

Bcf Billions of cubic feet 

Bcfe Billions of cubic feet equivalent 

BOE Barrels of oil equivalent @ 6:1 

BOE/d Barrels of oil equivalent per day 

bbl Barrel of oil or natural gas liquids 

bbls Barrels of oil or natural gas liquids 
bbls/d Barrels per day 

$CDN Canadian Dollar 

G Gigajoules 

G\/d Gigajoules per day 

Mmbtu Millions of British Thermal Units 
Mmbtu/d Millions of British Thermal Units per day 
mbbl Thousand barrels 

mbbls Thousands of barrels 

Mmbbls Millions of barrels 

Mmcfe/d Millions of cubic feet equivalent per day 
MBOE Thousands of barrels of oil equivalent 


MBOE/d Thousands of barrels of oil equivalent per day 
MMBOE Millions of barrels of oil equivalent 


mef Thousands of cubic feet 

mef/d Thousands of cubic feet per day 
Mmef Millions of cubic feet 

Mmef/d Millions of cubic feet per day 
Mw Megawatt 

Mw/hr Megawatt per hour 

NGL Natural gas liquid 

OPEC Organization of Petroleum Exporting Countries 
RL Reserve Life Index 

TSX Toronto Stock Exchange 

WTI West Texas Intermediate 

$US Unites States dollar 


FOR FURTHER INFORMATION CONTACT: 
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President and Chief Executive Officer 
Tel: (403) 781-8405 


William D. Ostlund 
Vice President, Finance and Chief Financial Officer 
Tel: (403) 781-8406 
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